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EXECUTIVE SUMMARY 

On March 20, 2002, AEPCO and Southwest Transmission, Inc. requested authority to 
amend Commission Decision No. 63305. That Decision, dated January 11, 2001, granted 
AEPCO authority to issue up to $213 10,5 15 from the Rural Utilities Service-Federal Financing 
Bank (“RUS-FFB”). Subsequently, AEPCO was restructured into three affiliated entities 
pursuant to Decision No. 63868, dated July 25, 2001: AEPCO, Southwest Transmission 
Cooperative, Inc., and Sierra Southwest Cooperative Services, Inc. That restructuring authority 
transferred transmission-related assets to Southwest Transmission Cooperative, Inc., but it did 
not transfer and divide AEPCO’s existing financing authority among the three affiliated entities. 

AEPCO and Southwest Transmission Cooperative, Inc. now request that the financing 
authority granted in Decision No. 63305 be transferred to the new AEPCO and Southwest 
Transmission Cooperative, Inc. in the following manner: 

AEPCO: $ 7,149,595 
Southwest Transmission Cooperative, Inc.: $14,360,920 

$21 ,5 1 0 3  15 

The requested allocation is consistent with Decision No. 63305 which found that “The 
purpose of the proposed loan from RUS-FFB is to finance transmission and generation projects 
valued at $14,360,920 and $7,149,595, respectively.” (See Decision No. 63305, Finding of Fact 
No. 9.) 

Staff recommends approval of the request to amend Decision No. 63305 and the 
applicants’ request for authority to issue debt. 
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Summary 

AEPCO and Southwest Transmission, Inc. (the “Applicants”) request authority to issue 
debt previously granted AEPCO prior to its restructuring. AEPCO was restructured into three 
companies pursuant to Decision No. 63868. Staff recommends approval and it views that such 
approval should have been requested and granted at the time of the restructuring. The request to 
transfer AEPCO’s existing debt authorization to Southwest Transmission Cooperative, Inc. 
(“Southwest”) is consistent with Decision No. 63 868 because that Decision transferred AEPCO’s 
transmission assets to Southwest. 

Discussion 

On March 20, 2002, AEPCO and Southwest requested authority to amend Commission 
Decision No. 63305. That Decision, dated January 11, 2001, granted AEPCO authority to issue 
up to $213 1 0 3  15 from the Rural Utilities Service-Federal Financing Bank (“RUS-FFB”). 
Subsequently, AEPCO was restructured into three affiliated entities pursuant to Decision No. 
63868 dated July 25, 2001: AEPCO, Southwest, and Sierra Southwest Cooperative Services, 
Inc. Unfortunately, that restructuring authority did not transfer and divide AEPCO’s existing 
financing authority among the three affiliated entities. 

Subsequently, the Applicants refiled their request under a new matter number as action 
had not been taken on the issue because of procedural issues. The Applicants expressed an 
immediate need for the authority because debt agreements with the RUS-FFB to finance 
transmission assets are on the verge of expiration. 

AEPCO and Southwest now request that the financing authority granted the pre- 
restructured AEPCO in Decision No. 63305 be transferred to the post-restructured AEPCO and 
Southwest in the following manner: 

AEPCO: $ 7,149,595 
Southwest Transmission Cooperative, Inc. : $14,360,920 

$213 1 0 3  15 

The requested allocation is consistent with Decision No. 63305 which found that “The 
purpose of the proposed loan from RUS-FFB is to finance transmission and generation projects 
valued at $14,360,920 and $7,149,595, respectively.” (See Decision No. 63305, Finding of Fact 
No. 9.) 

Staff views the Applicants’ request as primarily an administrative matter that should have 
been made and granted pursuant to the restructuring order, Decision No. 63868. 

E-01773A-00-0227 
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Financial Analysis 

The Applicants currently have applications before the Commission to issue debt for 
projects other than the projects discussed in Decision No. 63305. Staffs analysis and reports for 
those applications are still in progress. Preliminarily, the financial analysis for AEPCO appears 
to result in a post-debt times interest earned ratio (“TIER’) and debt service coverage ratio 
(“DSC”) above 1 .O. The preliminary results for Southwest appear to indicate a TIER of 1.74 and 
DSC of .96. However, Southwest only has five months of results through 2001 because it is a 
new entity, so Staff could not perform a standard pro-forma analysis based on actual results for a 
full year. Rather, Staff annualized five months of actual results. Southwest’s financial forecasts 
for 2003 indicate a TIER of 1.26 and a DSC of 1 .O, and its forecasts for 2004-201 1 indicate 
generally increasing TIER ratios. Staffs analysis of Southwest’s financial forecasts indicates an 
equity capitalization of 5.95 percent in 2003 and steady improvement through 2011 at 28.7 
percent. 

The RUS requires that the average coverage ratios acheved by a borrower in the two best 
years out of the three most recent calendar years must meet certain minimums. For distribution 
borrowers those ratios are a TIER of 1.5 and a DSC of 1.25. The minimum coverage ratios 
required of power supply borrowers are a TIER of 1.05 and a DSC of 1.00. The RUS also has 
forward-looking ratio requirements and can restrict funds as it feels appropriate based on 
financial performance criteria. (See Code of Federal Regulations §1710.114.’) 

Staff has been concerned with AEPCO’s ability to incur additional debt. Southwest 
Transmission Cooperative, Inc. shares financial management with AEPCO, being an affiliated 
interest, and Staff has the same concerns about Southwest Transmission Cooperative, Inc. In 
Decision No. 64227, dated November 29, 2001, the Commission authorized AEPCO to incur 
$23,700,000 in intermediate-term debt and $30,000,000 in long-term debt to refinance the 
$23,700,000. In that docket, Staff recommended that as a condition of approval, AEPCO be 
required to file a capital plan to increase its membership capital (equity) position to 10 percent by 
December 31, 2006, to 15 percent by the end of 2010, and to 30 percent by the end of 2015. 
That plan was to be filed by December 31, 2002. The Commission adopted Staffs 
recommendation in Decision No. 64227. 

Staff Recommendations 

Staff recommends that the Commission approve the application, subject to the condition 
that Southwest Transmission Cooperative, Inc. be required to file a capital plan to increase its 
membership capital (equity) position to 10 percent by December 31, 2006, to 15 percent by the 
end of 2010, and to 30 percent by the end of 2015. This condition is the same as the condition 
imposed on AEPCO. The plan should be filed by December 31, 2002, consistent with the 
AEPCO capital plan’s filing. 

CFRs can be obtained through http://www.access.gpo.gov/nara/cfr/index.html##page 1. 1 
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Staff largely views this application as an administrative matter resulting from the 
restructuring, rather than as a traditional financing application. Nevertheless, Staff views the 
condition requiring Southwest Transmission Cooperative, Inc., to file a capital plan as prudent. 

Such approval would authorize AEPCO to issue debt up to $7,149,595 for generation and 
Southwest Transmission Cooperative, Inc. to issue debt up to $14,360,920 for transmission, the 
$2 1,5 10,5 15 total originally authorized in Decision No. 63305. 
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I COMMISSIONER 

COMMISSIONER 
4 MARC S?ITZER 
4‘ I 
6 
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IN THE iMATTER OF THE APPLICATION OF 
ARIZONA ELECTRIC POWER COOPERATIVE, 
WC‘S REQUEST FOR AUTHORIZATION TO 
WCUR LONG-TERM DEBT 

DOCKET NO, E-0!773A-00-0327 

9 

10 

Open Meeting 
January 9 and 10,2001 
Phoenix, Arizona 

BY THE COMMTSSION: 

On April 7 ,  2000, Arizona Electric Power Coaptrauve, Inc. (“.4EPCO” or “Cooperative”) I filed with thc Arizona Corporation Commission (“Commission”) an application requesting approval 
12 

Class B members3, md one Class C member‘ (collectively ”Members”). A5PCO’s members XIDV 

located in Arizona and parrs oiNew Mexico znd California. 

i 13 I of$21,510,515 in long-term dzbt, On November 17, 2000, the Cornmission’s Utilities Division SiaE 
14 

15 

16 

17 

18 

19 

21 

22 

23 

24 

25 

27 

23 
33s-d on infcrmztion contained in AEPCO‘s 1999 Annual RepotL t o  :hs Cornmission, rhe Applicanr’s m a l  I 

operain= revenues wzre S 163,141,948. 
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3. Tiiiou$ thz C O O p ~ i ~ t ~ - ~ ” s  Members, AEPCO provides eizctiical p o w x  

pproximardy iO5,OOO residtntial a i d  business cmtorners in t h e  r;hx-st21e arca ar r a m  and c‘ha.g:s 

pprovsd by Commission Decision No.  33405 (Septzmber 3,  1993). 

4. On April 7 ,  2000, AEPCO file6 ari a2piicXion with The commission requesiing 

.pprovd of S21,510:515’ in long t a n  dzbt through thz Rural Utilities Service (“RUS”)- Federal 

arnancing Bank (”FFB”) gunrant~ec!  loan program. Tne actual interm rate will no1 be known until 

he loan contrzct between RUS-FFB md AEPCO is finalizsd, so only an estimate of t he  acrual m u a l  

iscal impact on the Coop2rarive can be made. According to the RUS, loans as? presently being made 

.. 

Lr an inreresz rate of 6.22 percent. 

5 .  AEFCO has estimated thar its loan wi!l be in the form of fixed rate nores with an 

iteres?: rate of 6.25 percent based on an analysis of current yield curves. 

6. S t a E  calculations determined that the annual debt service associated with the loan will 

mge from S 1,819,299 to $1,924,520, based on interest rate of 6.00 and 6.50 percant, respectively. 

On Novembcr 17,2000, Staff filed its StaE Report in this matter. 

AEPCO has provided notice ofthe application to iu Members and subsequently filed 2 

c 
/. 

8. 

:tt=r with the Commission on December 13,2000 verifying such notice hzd been provided. 

9. Tne purpose of the proposed loan fiom the RUS-FFB is to f i ~ a ~ l c e  transmission anc 

;eneration projects valued at $14,560,920 and $7,149,595, respectively. 

10. The transmission projzc: includes transmission lints valued at a cost of%944,160, nev 

iubstarians and switching stations totaling $5,775,385, line and station chmges totding $4,052,197 

xher transmission items totaling $1,971,746, and ordinary replacements on lines and substation 

:otaling $1,617,432. 
I 

~~~ ~ -~ ~~ 

AEPCO‘s Class A mcrnbcrs include Duncan Valley Electric Coape;a;ive, Graham County EIeccric Caopcrztiv I 

Sulphur  Springs Vallty Elecrric Coopznrive, Trico Electric Cooperative. Mohavc Electric and Anzr Electric. 
Y 

AZPCO’s Class B mambeis are compriszd ofthe City of Mesa Elec~iic Utiiity, and Morenci W a r x  and E l m r  1 

Company. 

2 



1 

2 

3 
i 

i 4 

5 

E 

s 

1 

1’ 

13 

14 

15 

I t  

1: 

1: 

1‘ 

2 

2 

2 

2 

L 

L 

L 

, 101.3 percenr deb: and negative equity of 1.3 percent. 

14. Based on the Applicant’s December 31, 1999 financial information, the pro forma 

3ect of the loan will result in AEPCO having a TIER of 1.21 and DSC of 0.94’. Staff stated in its 

.eport that although the ratios would indicate a less than satisfactory ability to maintain debt service 

overage, Staf€ believes that AEPCO’s past performance proves otherwise. Staff observed during 

serating periods from 1991 through 1999, that AEPCO was able t o  handle an even larger arnounL0.J 

tng-rmn debt with lower TIER and DSC ratios during a previous operating year.6 

15. AEPCO’s balance sheet for 1999 reflected that the Cooperative had unrestricted cast 

nd cash equivalents of $15,490,868 or approximatzly 8.05 times the amounr: of increassd deb 

m i c e  that the Cooperative would be obligated to pay if the proposed loan were approved at a 

iterest rax! of 6.5 percent. 

16. Sufi‘ believes that, based on the information contain2d in AEPCO’s balance sheet, th; 

he Cooperative has t h e  ebility 10 rnezts its debt obligations dcspite the lower TIER and DSC ratios. 

17. Staffs analysis indicaed that AEPCO’s capital structure aftcr the proposed loan wi 

.esult in IO 1.2 percent debt and negative equity of 1.2 percent, regadless of the intzrest rate th 

4EPCO obtains for the propcsed loan. 

’I C.  iimes Interest Earned Raua (“TIER”) and Debt Service Coverag= r‘DSC”) are indices UP an enciry’s abiilr)l 5 

make incarosr payments and interest and principal paymcn:s on debt, respectively. X TIER of 1.50 and DSC of 1.25 are 
gcnzral!y p r e k m d .  According i~ CFR 1710, AEPCO is r c q u k d  to h ~ v e  if. TTER of 1.05 and DSC OF ! .O. 

During rhz period mding December 2 1, 1995, AEPCO had long-term deb: of $369,066,27 1. The Cooperative's 5 

TIER and DSC ratios For chc same pzriod ware 0.85 and 0.79 rspactively. 
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ierformance by AEPCO of service as a public serrice corporation, a i d  will not imp& AEPCO’ 

ibiiity t o  perform that service. 

5. The &mcing approved herein is for t h e  purposes stated in the aFp!iczxion and 

-ezsonabiy ~ K Z S S ~ ~  for h o s e  purposes, and such purp~ses are not, wholly or in pat, reasonably 

:hargeable to operating expenses or t o  irrcome. . 
? 

6. StafFs recomcncarion set foxh in Findings o i  Fact No. 20 is reasonab!e and should 

be adoored. 

1 

18. Si&Y s;ated in its R s p r t  that AEPCO’s negative zquiry position resulted pri,.;;riiy 

om write-offs in 1987 of ccrtaii dsferrals, in addition IO the ~ C S S  of Members’ hi& dcmend 

ilstomtrs in the la::: 1980’s and t a l y  1990’s.  Tne neg.;ivc equiry h2s declined kirom negaiive tquily 

f W9.h million in 1992, LO the current level of negative SL.1 miHim 

19. -4ccordiq to  Staff, t5e decrease in the xgat ive equiv is IirrgeIy at-i-ibuttd io 

liproved retained earnings, resultkg f i o n  positive nst rnzr@ins realized during 1991 to 1994 and 

996 to 1999. Furt4trmore, .4EPCO’s negarivz tqcity position h s  never signi5catIy impadd the 

:ooperadve’s access to debt finulcing. Srafi“ believes that AEPCO’s c u m :  negative equity position 

hould not prevent approval of the proposed debt. 

20. Staff concluded that the proposed rlnancing is for lawfd purposes, consisrent with 

Staff recommended approval of the lund financial practices, and is in the public interest. 

>plication without a hearing. 

CONCLUSTONS OF LAW 

1. AEPCO is a public s c n i c e  corporation within the meaning of Article XV of the 

.rizona Constitution and A.R.S. $9 40-301 and 40-302. 

2 .  The Commission has jurisdiction over AEPCO and the subject matter of thr 

pplication. 

3.  Notice of the application was given in accordance with the law. 

4. The financing mproved herein is for lawful purposes, within AEPCO’s corporal 

lowers, is compatible with thc public intarsst, with sound financial practices, with the prope 

4 
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f obtaining such financing. 

IT IS FURTHER ORDERED that such authority shall be exFTessly contingent upon kizona 

llectric Power Cooperative, Inc.'s use of the proce=ds for the puposes set f o d n  in the application. 

. .  

. .  

. .  

. .  

. .  

# , I  

I , .  

. . .  

. . .  

. I .  

* . .  

. . .  

13.305- DECISION NO. !9 
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IT IS FURTHER ORDERED char this Decision shall become effective irnmedia~ely. 

BY ORDER OF THE ARIZONA COWOR4TION COMMISSION. 

U 

IN WITNESS WHEREOF. I. BRI.4N C,  McNEIL, Executive _ _  
Sectet&y of the Arizona *Corporation Commission, have 
hereunto set my band and caused rhe oFicial seal of cfie 

in the Ciry of Phoenix, 
this 
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include: 
A.) ApprovaI ofthe m s f e r  of~4EPCO’s transmission assets to Southwest Transmissior 

Cooperarive Inc. (I‘Southwesi’) and approval ofthe transfer of its cooperative servic: 

DOCKXT NO. E-0 i773A-00-0826 

18 I 
19 

20 

21 

22 

ORDER 

27 

Open Meetins 
July 24 and 25,2001 
Phoqnix, -kizona 

FWDTGS OF FACT 

I. On October 11, 2000, .&<zona Electric Power Cooperative, Lnc. ( “ A ~ C O ’ y  or “the 

Cooperative”) filed aqlication for approval a d  con6rmation of  various m a c u o m  e n z b h s  the 

Cooperative’s restiucturin,a into three &iliated entities. The approvals and co&iations requested 

28 
.- 

23 

24 

25 

26 

. .  

B.) Approval of .&JPCO md Southwest to execute notes, mortgages md assumption m( 

C.) Approval of  a pmizf requirements rerationship beween AEPCO and Mohave. 

D.) ApprovaI of the revised Class -4 member unbundied tariff and b e  hr$eness of h 

E.} Coxhia t ion  ha t  .%EPCO has complied with the reqG:ementj 0EA.C.C. Rid-2-16! 

F.) Approval of wavers or, alternatively, agprova! of-AEPCO’s Code of Conduct. 

G.) Confirzadon [hat h e  famcid c o i z d n e n t  conditions of Decision NO. 619: 

indevmity aseements vsociared with the restncturing. --- 

Purchased Power and Fuel PLdjus-tment Clause. 

..- .. by t h i s  resmctuing. 

perLCmias io ,-.. Sieza . have been satisfied. 

a, -- 
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Backzrbund 

AEPCO is a non-profit .Lions rural e k t i c  seneration and transnission cooperalive n -r. 

12 

13 

l4 

15 

16 
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18 

19 
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21 

primarily ensaged in the g e n e d o n ,  OanSmission, purchase, and sale of elececity at wbolesde. 

AEPCO su-pplies all of the electiic power requirements of  its six C l a s  A rnenber-o*ned, not-for 

pro6t distribution coopemtives (“Class A Members”) under full requirement capacity and enerz 

conmcts. These members zre Anza Electric Cooperative, hc .  (located entirely in California), Duncv 

Vd!ey Elecuic Cooperarive, h c .  @ueiiallji locaied il New Mexico), Grahm Couoty Elecn;,( 

Coopzrative, hc., Sulphur Spriogs V d e y  Electric Coopemrive, hc., Trico Electric Coopmkve, b c  

m d  Mohave Elecnic Coopera~ve, h c .  (‘Mohave”). These coo-pera~ves stme a c o r n b i d  custoine 

base of 1 lOr,720. 

The  Restructurina, - .- 

5. AEFCO proposed to restsuctlrre into Southwest, Siexa md a restructirred G P C O .  

A) Sierrz, which already holds a CC&N as zn -Gzona Electric S ~ N ~ C C  Frovider, Lxr 

rnzrket Dower, provide s t a f i s  mAd orher resources LG SouKhwest and -a’Pco 8 .~~ 

will sell other electicity-rel2tted services. 
2.1 

25 

26 

B) G P C O  will be 2 generation cooperafivz tharr also acts as a power tacer for sho 

C )  Sou:f;wssr will o w n  m d  operaxe a!l or‘.kE?CO’s trmsmission. 

tern power. 
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iouthwest or over thei. seneration mci transmission rzies. 

9. AEPCO’ s application requested thal the Commission approve a tanfff for AEPCO that 

vill pass through S o u t h w e s ~ ~ s  FERC approved O A T  charses to its member coopmtives. - E P C O  

greed &zt &;nis Commission 02s juisdicdon over the taiff. 

20. Southwest wilI f i n a c t  thcpurchve o f  the tiansnission assets by ~ s U n i r r g  S96.2 

dlion ofzxisdng ,4E€‘CO debt. Sourhwest will assume 566.1 d o n  of RUS debt a d  gmmtzed 

lebt ma will enter into assumption and indemnity ageernems as to the balance o f  the sszroed debt 

vith o&er AEPCO lenders. These mounts  zre subject to adjusment at cIosi?g based on tfie h a 1  

LGGrGsaI and AEPCO’s b m c i z l  statements at that time. 

i 1. AEFCO’s Clzss A members, dong with ,AEl?CO md Sierrr, will all becone rnenbers 

i f  Southwest. Southwest will be a non-tmable cooperative, subject to the m u d  member i ~ ~ o r n e  _.- 

pali5cations under IRS Code Section 50 I c(12). 

12. M P C O  Wil! ret& the g.enerating =sets and will conhuz IO provide e l e c ~ c  c 2 p i V  

a d  energy to its members, and ochers, using its generakiig UniLj a!on,o wit5 puchas td  power. Power 

;radil,o, power bi!ling mc! scheduhg will be p e h m e d  by AEPCO. 

13. .kEI!CO will 0bt2-a ‘Lrmmnission services from Southwest d e r  Southwesfs Ope., 

Sccess Trmsmission Taiff  (“OAATT”) in order io c o n t h e  to make bundied sales to its C l a s  A dl 

requirements members, SRP, Mesa, ED2 and MVU‘&IE and other thlrd-gmj sales. When AE?Cc 

m&es a bundled sde, =iETCO will acquke transmission &om Sourhwest or others, as neded.  Wim 
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G ? C O  m&es ai? ul~bczdjd sale to o<k: ? z x e s ,  ik c x t o r ; l z  will be rzsponsible for octakL-;lz - 

rzsmission wnether ‘SOLI Sou’s-west oi other ka.xixissori providers. 
, I  

13. M T C O  wiil rer;-zin E non-cz&Iz Ccc~tr2;ive, scbjec: to b e  uxd nemoci 1zcc~r-t 

iudificacioos mder E S  Code Section 50 IC( i2). T2.e m c o m  qurlifica~ior, is that at i z s .  85 D ~ T c = = ~  

)firs gross income will ‘be “ i . ~ l a t ~ d  ~ECOEE” 5om i s  cezber j .  

15. Ga A u ~ ~ s s  37, 1999, the Commission issue< Decision No. 61932, which gmted Siec=, 

i Cerilifcace of Conveierce m d  Necessity (“CCaCB7’) io operare 2s a eltctic s e r v i c t  provider z-6 

iuthorized Sierra i o  sugply competitive retail electric serfices as a loacl-seI‘ilf?~ endry a d  2s a 

iozrsptor -w in 211 axas of the State of .!aizona which arc opened 10 rctzil elesric co~petiiiiion. Tne 

3ecisioh also authorized Sieria io rest11 rneier service ana o1mr readins senice. 

16. This application aIso requests approval to c a s f e r  various non-generation a d  non- 

zasnission AEPCO assets @rinvily h u l c i a l  assets) from b4.EFC0 to Sierra. Sierra Will provide 

j-iipport services for .GDCO m d  SourDwest. This jll-ppOrC includes manageneni of improvemzab 2nd 

adddons to facilities, eq loyee  development, coatcactln~ md subcootndnz, wxehouhg, inventory 

zontxol, fuel procurement, entiromeatal pennittias, engineerhg services, financid and z c c o u n r k ~  

sepiczs, b u i s e ~ g  forxXst;,.lg plm.ajq  a d  j ckedhg ,  m d a  md oublic rtlations and kgzl services. 

Sierra also intends to o%r eoery-rdated products such as &seibuted generanon 

eqxipment, energy maagemeat, power qudirj sohxions, fzciity operations and a&xenmce s z ~ c : ,  

consolidated billing a d  other services. 

17. 

28. Sierra vd l  also ensage tl competitive retail electric sales activities and wiil f achon  - .- 

as 2 power marketer for tvholesaIe power salcs and load aggegattion. However, pmumt 10 

Cornission d e s ,  Sierra cannot offer competitive senice ia the CIass A member distribution 

cooptradves’ serYice m a  until t$e Corm-ission has dezmed h o s e  aims opea to cornpetidon. 

19. SierE v,jll be a tti:iz’o?b!e coopzrative beczusz: kh ! ly ,  the b c k  of its iscome will COXe 

6;rom its staffmg services rather than ti& sale of electricity. 

20. Tne appiicadon rea-uested approval to trmsfer [he trmsinissron portion o f . aFCO’ i  

CC&N to Southwest. .Mer closing, Southwest mill imrriediately generate revenues from Gpco’s 
C l m  A members and others. Tihe employees who will operate Southwest’s nu-smission SYsteE are 

Dzcision s o  L 3 f 6 8 
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23. h y  debt zsumed by or ti~asferred to S o u ~ x e s t  from .AE;PCO w;LLI be issued a? 

.denecai interest r2res aod rnatrrrirJes 2s t h e  O&t presently c~;ries. Beczuse the amoat ofdebt to be 

issumed or replaced by Southwest w-21 not be h o r n  precisely uti! the close ofthe traisaction, the 

Zooperatives have requested that approval for Southwest to execute notes, rnor?ga,aes a d  ssmp; ion  

md indemnity agreements be for a total mount  of up to $100.0 million. Also, ,AEPCO will need ..- 

approval to issue replzcernent notes for the dcbt thzt it is retaining. - 
24. None ofthe debt for whkh approval is iequesled is ”new” debt. Lne total will SLZ to 

.AEPCO’s debt immediately before closhs. Sta-ff believts h z t  these debt t r~sact ions a: necessW‘ 

to effecmare the rescxctil.in2. Becausz SOU~IW~SI’S  traasialssion rates and. AEPCO‘s rates for 

- generzrion are set to equal their revenue requirement m d  the debt service related to the assw-ed debt 

is pa17 of that reveme requkernent, Southwest md ,4E?CO should have the abilirj 10 n&!e p ~ c i p a i  

and inceres pzpents  on the asamed debt. E the r e s p ~ c ~ . ~ i q g  is zpproved, Staff recorrimt.cdld 

. . .  
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pzynent ofp2yroll. These capital conMou~ons and credit support fulfill Siem’s finrtncid infomadon 

cornpIimcc cocdition ofDecision No. 61932. 

27. A E X O  currently has a balance of approximately $200.0 mi!lion in RUS and RUS 

guaranteed debt. It dso h s  dzbc o u t s t a b s  to other lenders inciuding the CFC. To protect iw 

musr foilow in the resrructmiag. One condition is the retation by AEPCO ofthe existias bundled 

saIes contrzcts between AEFCO and the Class A all-reqrrirements members. 

28. The RUS also L j t e d  Sieim‘s conkol over the activities ofAE€’CO and SoE&west 

becaise RUS will hzve no control over Sierra The p q o s e  of th is  restrktion is to ensure th2t AEPCO --- 

and Southwesr’s rnar-m zre not agpropriated by Sierra compromising their 2biGry to mate timely debt 

pqnents  to RUS. 

29. Final RUS zgproval of the  notes and replacement debt will occur z5er AEPCO zml 

S O U ~ ~ I W ~ S I  have rzce ivd  Comiission q r o v a i  of the resmcming of -4ETCO. 

FERC 

20. On A ? d  1 1,200 I, Siena and Sourhwesr fired an ap.pplica’~ion tvith FERC re!atins to h e  

Decision. No. 6 J$L  f 
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2E 

nave RUS a x i  RUS px%d d-.bt and Sierra will not ka-ie cperxiocz! control ovzr eiher A E C O  

sr Southwesi. Southwes? requested tia; FERC n&t 2 5nd-z thit SOEI~WZST’S Open Axess  

Trzzsinission T a 2 f  is m ecczptzble x c i p c i t y  XCZ:: cui t k ~  ~ I S  propostd S c d z d s  of C O R ~ ~ :  

jatisfi the sta-dxds reqcired by  FE3.C 0 d . e ~  NO. 859. Oii Nz)~ 30, 3001, without z h,e~hs or 

;us?ension, FERC issrred 

Code of Conduct 

3 I. 

. -- 

order a q r o v h 5  Sierra’s &id SouTJIwesfs a?piicatiocs. 

-4E’i)CO has requested approval of 2 Code of Conduct bebyeen itself md Sierra a d  

Jebveed the Class A members and Sierra. These Codes oEConduct were subnined to comply with 

L4.C. R14-2-1616. However, -4EPCO contends that the Code of Conduct d e s  do not zpply and, 

kerefore, ,k&€’CO requesred waivers from these d e s  or, in the altmauve, approval of  the Codes of 

C: onduc t as proposed. 

32. Although the ttYee entities ~vill have separate functions and each have its OTQ 

Board of  Direcrors, the Boards will primarily be chosen horn the sane  pooI of individuals from which 

.CPCO’s c u t n t  di-Ectors ori$ate. 

33. Zn the restructured cornpay, Sierra will perform severd roles, which iiicludes 

w e r I q  ofroles in both the wholesale md retail mzkets. However, S i e ~ z ’ s  role 2s a whoies-de ad 

retail marketer are not addressed ir! the proposed Codes of Conduct. 

24. The rnarkzt power snrdy submitted to FERC by Southwest and Sierra repom that Sierra _.- 

will provide personnel to fill non-core positions at A.EPC0 and Southwest. Stafkg agreements W i l l  

,aovern the h c t i o n s  of  and payments for these empIoyees. AEPCO .md Southvvest -will p r o i d t  

rnma,oement directives, policies, m d  supenlsion of Sieria’s employees. T’e Siem enployets 

assigned to SorrtFiwest will be subject to the OQSIS Standards of Conducc. T?lus, smctunl!y, bmrT1- 

employees will not have operztional contra1 over the zctiv-ities of :LTFCO or Southwest- 

-. 

35. Sienz, 2s an electric senice provider, will work in conjunction with the member 

disribuuon coopemives, which are izE rez&x! uhfines, throu$~ a Joint Markecin,a AgScnent- For 

&e other utilities in [he state, a sepaztion of the competiiive provider md the utility I S  Wuired. 

Decisiop. N o .  6 3’9 6 2 
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Partial Reauirement Contracr- 

$0. AEPCO has also requested the approval o f 2  F a r d  Requiremen< Capaciry a d  EnerSY 

&&meat with Mohave. -4s p d  of  the resmcturlng, Mohave, AEPCO's largest C l s s  A member, 

would convert kom a full requ2enent rnember to a pdal-requirement merober. 

$1.. Mohave would szy for electric ser ice  b s c d  G?on a thee-part chuge, consisting of  a 

Lxed chage, charges bzsed on itl Opemiom and b h h e n a c t :  rate and an ene rg  race charge. T'aC 

fi;cec ch-xse repiescnts Mo'navve's sh2ire of AEYCO's debt paymezcs and is hsmTenta!  in i e c e i ~ s  

-.- - 

1 I 
I 
I 
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20 collected balance in its PPFAC bad; as of the eEective date of the resmctuii: and (3) to eliminacf 
I ' , -.- 

43. GPCO will supply Moficive power tn_C enerzy bzsed OE it: hsrori,~ d~n.;yd ci 

invesiceni. However, Mchavz will be k e e  io procce i ~ s  rdtl~iona! needs O&C SOU::S. 

OA. Bec2~se lvfoi-Lave v d l  o~Jj pzxici?Ette i._ ht wtolesaie r.xke1 h i  ics incrsrxZ:z; 

E e d j ,  the recent voiaxiiity ki elzcrFIc pr ic l~s should preseai a m i i l i ~ a l  risk. ki ECILT, [he -pzxx i  * .  

reqnhnerit  ai~mgenen: provid=s M o b v e  the o p ? o m i s j i  to pursue zdvmtzgeocj - pr,ci:g 

man,ozmmts 2s the whoiesaie a2rkct matures m-d becomes less voiade u.0 c h a o ~ c .  Lnertforc, h e  I 

Panid Requiremenrs Czpacity ma E n e r g  Ageernem should be approved. 

Purchased Power and Fuel Adiustor Clause 

. .  

I 

45. The fundamental rztionale for a fuel adjustment ciause is that fuel prices c m  chmse I 

radically based on the overall energy muket. D w k g  much of  t i e  time that AEPCO's restructurmg 

w a  being p l m e d ,  he i  prices were droppins. Durinz the more rKcent past, there has been a drm-atk 

reversal ofthat trend. It is likely that for at least the near fururz, energy prices will be u t a b l e .  

46. Purchased power arid h e 1  adjustor clauses for -ki.iizo~la urilities rnzy be creaxed and sei: 

durins 2 rzte case wherein a base c o s  of fuel and purchased power is deterrnioed and tlcluded in base 

rares. The base period cost of fuel and purchased power adopted in -4EPCO's Iast rat = e cast 2nd use6 

in 'Jle subsequent fuel adjuror fin,os is S0.01714 per k%%. -4EPCO's most recent 5fi-g of i s  h e 1  

a d  purchased power cost adjustment indicaLed hat  its cment cast of fuel and pmchwed powez is 

so.026034. 

47. G P C O ' s  application requested the Co&ssion's approvd to: (1) forsve hfre uiider- 

21 

22 

23 

its P?F,2C on an on-going basis. 

appro:ckWely S6.7 nillion, Bemeen Jmuarj  1 and M z c h  j 1, 2001, AEPCO hzs 2cc;~mul~ted ' 

45. As of December 31, 2000 AEPCO's PPFAC ban!-!- balance was mdercollecied 'D;V 

2~ 

25 

26 

27 

zddicior,2! undercollected balace of 52.3 million. 

49. St2E has not audited t he  curaulztive expenses included il ,G?CO's repoG?li, 

udercollecred PPF>.C baiacce in sevtrzl yexs.  Staff cm!.r!ot coni"irm the amouny u r ~ d e r c o l ! ~ c ~ e ~  

without a complete zuait of [he Sisroncal PPF.4C filiazs, aceow-ring znd related in~oices.  
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52. A E X O  also requestEd. zpl?p~ovd of rates for its C l m  A rileabers. .A.~I?CO'S currtni 

ates to its CIvs A members were sec by Decision No. 58405, &~ed Szprember 3, 1993. TR~  rates sec 

vere bundled rites o f  $15.23' per kW of billing demand plus SO.0228 per kW5. .%EPCO's o ~ g k a 1  

.estxcmring application requested qproval of a tuiffthar represented 2 rare redrrcuon to its Clzss A 

n a b e n .  MPCO's mended qpbc2eon requested agprovd ofa  tmi~h2t  vas desised to r e d r  il 

io chmge in the Class A menbers' total power bills. 
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costs that may hciease. 

56. Decision No. 58305 required AEPCO to conduct a fully allocated embedded cos[ of 

11 
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14 

1 j 

16 
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19 

20 

21 

I Sierra Vista newspapers. 

service study in conjmcuon With its next rate 6 h g .  

S t a B a s  reccmended that the Commission order A D C O  uld Southwest to e x h  file 

a r21e case eighteen months a h  &e closizs of  rhe restrCLctwing for &e following reasons: to ~ S L K :  

thzr s e t  and liability alloczOons among the three entities have beea pedomed in a fair and equirabbb 

rn laer ;  to insure hac the ultimate customers of ,GFcO benefit kom my COST savings f r 0 a  tb 

r e s m c d g ;  to insure that .t&pCO's ma Soubwest's rates 2re fiir md resonable; io d e c e d e  ir'th 

allocations among the three entiues were resonable; an0 to d e t e d e  ir'the resmcm-cd coopen~ve 

were experiencing savings from the iesnctlring that exceed the costs. 

A rate case That would be filed 18 months a3er the resmcture hG occurred wou 

encompvs one year of operations under the new structu~es and provide the cooperatives an appropna -.- 

m o u n t  of time to close the books and to prepare a rate case submission. 

57. 

58. 

23 

23 

Notice 

59. PLEPCO's member cooperatives have received nofice and a g e z  to - aFco ' s  

. -  



I/ . .  

1 

2 

3 

d 

3 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

I 17 

18 

19 

20 

21 

Recommendanons 
> GL! StzErxor--endzS amravel A -  of  the resmcmring md tFe %insactions to e k c t ~ ~ ~ ~ ~  [he 

~ S S ~ Z S  r ~ k ~ d  by tki~ mp5cz.rion WKI Liz v o l ~ h t ; /  of ; f ie  
t .  . .  7 -  

L, 
iesZfiCu!g. ~ O W Z V ~ T ,  ‘ D ~ C X S Z  o i ~ h e  

e n e r g  roxkei, there 2ie severs! conddons tha~  should be a~ached  to ihe Decisioc ii L I S  mamr. 
.*I 

62. staff r e c o r ~ . i e c i t ~  a p o v a l  of h e  Forgivmess of h e  Decmber  21, 2000 

mdxcoilected PPFA-C balacz. However, Staff also recorrJn,ended that the Commission i i u ~ l i o ~ ~ ~  

Staiffi:o opea a docket 2nd request a procedurd order be issued v d i ~ ~  90 d2ys & o n  the decision in ~s 

docket. T’e p ~ o s e  of h e  dockei would be to examine ,G?CO’s PPFAC. Std-would perfom a=. 

zudit of14EPCO’s PPFAC filkgs and bdmce to verify the balm-ce and verify -4ETCO’s comylimce 

with preCiious Commissian orders. At that time Stdfwdl also make a recommendation resxdn,a the 

conthugion or discontinuadon of the PPFAC m d  a reconmendation regarding t h ~  balancz Corgven. 

Staff  recommended that the Commission order that both the new AEPCO a d  

Souhwest file rate cases ei@sza months from the closi;l,o of the r e s m c m k s .  In the rat? 

applications, AEPCO a d  Southwest should include an mzlysis ofthe s a ~ g s  and bentiits znjoyed 

f i o n  &e fomarion of Sierra tha: wodd not h2ve been experhctd widlou7: thz r z s m c b ~ g  2nd 

include,;t cost o f  service study as ordered by Decision No. 58405. 

‘ I  

\d i 

4 ’  

’&:, 
L’ 

’ i  e. StaE recommended that the Cornmission a7piovi: the codes of COnCtLCK atdched ES 

EAx.kibir: D to che ,4pplication bm rtseme the right to impose addidond resections on Sierra at fahe L& 

of AEPCO and South~vest’s next rare case if problems vise resadkg Sieriz’s io12 as a ~ h o l e s d e  

purchver m d  a cooperative service provider, or if the demvld for competitive services becomes &cr -.- 

thm mticipatzd m d  would support oher service prov ide rs  in the md regions of  &e state. 

22 

24 

2j 

26 67. Staff rzcom-ended approval of  tke trmsfei of ,GPCO’s transmission t( 

- 
frm-chises and file them In this docket when obtained. 

66. Staffrecornmenced bar: <he Comiission h d  that to the exten1 A.A.C. R1L-I-16!1 - 
a??iies to 2 generadon m d  t m s n i s s i o n  cooperz~ve, t h s  r s t x c m i i n g  complies ~ i t h  that d e .  

27 I! SouIhwEst and cenain asstts to Sierra. I 
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23 
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25 

26 

S t B s  rate c s e  filing recommenda~on ia Finding ofFacc No. 63, -45PCO noted 

o n  audired nmbers. 

c.) $&'pCO suggested that the Conmission not order, as recommended by S[zr5 j 
a raie case subri!ission ia 3,003. Citkg the expense ai-d considerzbiz ' 

FPCO 
maimAned that there wzs no demonstrated need for such a requirement ma it 
was prenamre a d  umecplssary. 

I r- 

cooperatiye and. regulaory resources involved in sucn a 51in% 
3 '  

-klthou$ -AEPCO and its members do expect efkiencies Ad other advmta,oes 
from the restucturing a s  sunrsarized at pases 5-6 of its Appccacion, these 
benefits =e prlmaily qualitdve or undated to m e d i a t e  direct cos1 saviilzs 
and would be Kncult  to quantify io the savings benefit andysis suggested by 
S t&. Therefore, if the Commission orders a rate casz filing, -4zPCO requesrs 
that such aa analysis not be requi-ed zs p a r ~  of it. -.- 

27 

28 

.GPCO also suszested that if a rzte czse filb.2 is required, submichg it N J O  

years iostezd of 18 mor& from the dztz of closmg would a!low a hU f i d  
ca!ezdar y e a  to occur and would also allow the rate infomanoil to be preGLiseC 

. . '  

! 
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Section 2, o f t h e  ,krizone ConstimLion. 

3,. ?-he Comriission hzs jurrsdiction over AEPCO 2nd ovcr the subjtct mzfler of tkte 
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IfFact Nos. 61-71, as modified h FindiEss of Fact Nos. 74 and 76, are Ir! the public hrtrest a d  

ihould be doptCd. 

ORDER 

IT IS TKEXEIIORE 0-RDERED th2r the Commission hereby 2pproves AEPCO's auplic2tion 

Findkiss :onsistznt wivh Stafr"s recommenik~ons lisrzd in Fhdinss ofFxt  Nos. 61-7i7 s modified 

)E Fact Nos. 74 ar?d 76. 

. .  

. .  

. .  

. .  

. .  
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SERVICE LIST FOR: A U O N A  C L E C P J C  ?OVEX COOPEX4TWE, INC 
DOC'ET NO. E-017734-00-0826 

Mr. Michael M. Grant 
Gaila$er & Kemedy, P .-4. 
2575 Eas~ Canelback Road 
Phoenix, A i i o n a  850 16-9225 

Mr. Christopher C. Kempley 
ZhiefCounsel 
4nzona Corporation Commission 
1200 West Washingon 
?hoenix, &zona 83007 -. 

~ f r .  Steven M. Olea 
icting Director, Utilities Division 
lsizona Corporation Comrcission 
.200 West Washingon 
?hoenix, Arizona 85007 
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4 THE MATTER OF THE APPLICATION OF 
.RIZONA ELECTRIC POWER COOPERATWE, 
4C. FOR FINANCING APPROVAL. 

DOCKET NO. E-0 1773A-0 1-070 1 

DECISION NO. 6 4227 
1 ORDER 

‘pen Meeting 
‘ovember 27 and 28,2001 
hoenix, Arizona 

,Y THE COMi\/nSSION: 

Having considered the entire record herein and being fully advised in the premises, the 

:ommission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. Arizona Electric Power Cooperative, Inc. (“AEPCO” or “Applicant”) is an electric 

lower wholesalericooperative that provides power primarily to its Class A, B, and C members. 

2. AEPCO had been a non-tzcxable entity until fiscal year 2000, when its power sales tc 

ion-members exceeded fifteen percent of revenues. AEPCO anticipates regaining non-taxable statu: 

or fiscal year 2001. 

3. On September 4,200 1, AEPCO filed an application seeking authorization to enter intc 

nteiim and permanent financing arrangements to borrow $30,000,000 for up to 30 years. 

4. The requested funding will be used by AEPCO to finance construction of a new 3 

\IW gas turbine at the Apache Gencxation Station near Wilcox. Arizona. The additional electri 

plant is intended to meet anticipated shortfalls in capacity through 2004. 

j ,  AEPCO contracted with General Electric to purchase the turbine, and expects delitzr 

by b/lay 2002. AEPCO has paid $6,291,052 from its cash account to General Electric undcr tl- 

agreed upon progress payment schedule. 
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DOCKET NO. E-0 1773A-0 1-0701 

6 .  The interim financing will be obtained from either the National Rural Utilities 

Sooperative Finance Corporation (“CFC”) andor the Rural Utilities Service (“RUS”), wiIh 

xpected financing rate of approximately 6.20 percent. AEPCO expects - to obtain the permanent 

’rnancing from the Rural Utilities Service and the Federal Financing Bank, for a term of 30 years 

N i t h  quarterly debt service payments. 

7. On November 1, 2001, the Utilities Division Staff (“Staff’) filed its Staff Report, and 

i n  November 13,200 I, Staff filed its Amended Staff Report. 

8. Staffs analysis of the proposed financing focused on AEPCO’s interest coverage 

:atios and its capital structure. Staff is concerned that AEPCO is highly leveraged and that this 

xoposed financing will not improve its equity position. AEPCO’s pro-forma capital structure for 

ZOO1 includes member capitalization of 2.1 percent. ’ Although this is an improvement, Staff 

yelieves that the equity position is marginal. Staff believes that AEPCO should improve its equity 

3osition because currently there is little cushion to offset volatility in fuel costs, non-member energy 

sales, fuel transportation costs, and purchased power costs. Therefore, Staff recommends that 

4EPCO be required to submit to the Commission by December 3 1,2002, a capital plan to increase its 

membership capital (equity) position to ten percent by December 3 1 ,  2006, to fifteen percent by end 

3f 2010, and to 30 percent by end of 2015. 

9. Staff also analyzed AEPCO’s ability to satisfy currenr and proposed debt payments. 

Under previous financings from RUS and the CFC, AEPCO is currently required to maintain a 

minimum times interest earned ratio (“TIER“) of 1.05 and a debt service coverage (“DSC7’) ratio of 

1.0. Staffs analysis was based on a long-term loan of $30.000,000 at 5.69 percent, and resulrs in a 

pro-forma TIER of 1. j 1 and a pro-forma DSC of 1.13. Staff recommends an 8 percent interest rate 

cap to insure that debt issuance remains consistent with sound financial principles. 

10. According!y. based upon its analysis and idenlified concerns, Staff recommends that 

the interim financing be approved in the amount of $23,700,000’, and that the replacement perinanent 

I AEPCO recently spun-off its transmission and one other entity, with cash being distrtbuted amongst the three 
tntities in propomon ro their respecrive ; 1 S j t t S  Therefore. according to Sraff, financial statements for AEPCO as a stand- 
alene generation-only entity are not yet akailablc 

S30,000,000 less the $ 6 2 9  1.053 a l r a d y  patd 
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inancing be approved for the entire S30,OOO.OOO. 

CONCLUSIONS OF LAW 

1.  AEPCO is a public service corporation within the meaning - of Article XV of the 

kizona Constitution and A.R.S. $ 5  40-301 and 40-302. 

2. The Commission has jurisdiction over AEPCO and the subject matter of the 

ippiication. 

3. 

4. 

Notice of the requested financing was given to AEPCO’s members. 

Staff’s recommendations set forth in Findings of Fact No. 8, 9 and 10 are reasonable 

md should be adopted. 

5 .  The financing approved herein is for l a d l  purposes within AEPCO’s corporate 

Jowers; is compatible with the pubiic interest, with sound financial practices, and with the proper 

jerforrnance by AEPCO of service as a public service corporation, and will not impair AEPCO’s 

ibility to perform that service. 

6 .  The financing approved herein is for the purposes stated in the application and is 

yeasonably necessary for those purposes, and such purposes are not, wholly or in part, reasonably 

Zhargeable to operating expenses or to income. 

ORDER 

IT IS THEREFORE ORDERED that Arizona Electric Cooperative, Inc. is authorized to 

borrow up to $23,700,000, on an interim basis, from either the National Rural Utilities Cooperative 

Finance Corporation andor the Rural Utilities Service. 

IT IS FURTHER ORDERED that Arizona Electric Cooperative, Inc. is authorized to replace 

the interim financing with permanent financing from the Rural Utilities Service and the Federal 

Financing Bank, in an amount no greater than S30,000,000. 

IT 1s FURTHER ORDERED that the terms of all financing authorized herein shall include a 

cap OR the intzrest rate at 8 percent. 

IT IS FURTHER ORDERED that Arizona Electric Cooperative, Inc. is hereby authorized to 

engage in any transactions and to execute any documents necessary to effectuate the authorization 

3 oranted herein. 
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Ed LVIT?JESS LVHEREOF, I, BRIAX C. McNEIL. Executive 
Secretary of the Arizona Corporation Commission, havc 
hereunto set my hand and caused the official seal of tht 
Commission to be affixed at the Capitol, in the City of Phoenix 
this T L ? G Y  day of %?,,,de, 2051. 
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IT 1s FURTHER ORDER-ED that Arizona Electric Cooperative, Inc. is hereby authorized to 

jSue such liens or other security in relation to its property 2s may be required to secure the 

)o rrowings. - 

IT IS FURTHER ORDERED that such authority is expressly contingent upon Arizona 

ectric Cooperative, Inc.'s use of the proceeds for the purposes set forth in its application. 

IT IS FURTHER ORDERED that approval of the financing set forth herein does not 

Institute or imply approval or disapproval by the Commission of any particular expenditure of the 

oceeds derived thereby for purposes of establishing just and reasonable rates. 

IT IS FURTHER ORDERED that Arizona Electric Cooperative, Inc. shall file with the 

omiss ion  copies of all executed financing documents setting forth the terms of the financing, 

ithin 30 days of obtaining such financing. 

IT 1s FURTHER ORDERED that Arizona Electric Cooperative, Inc. shall file with the 

omis s ion  a capita1 plan as discussed herein, no later than December 3 1,2002. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COL\/liVfISSION. 

DISSENT 
LXF :dap 
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dichael M. Grant 
jALLAGHER & KENNEDY, P.A 
!575 E. Camelback Road 
'hoenix, Arizona 850 16-9225 
ittorneys for Arizona Electric Cooperative, Inc. 

2hristopher Kempley, Chief Counsel 
:gal Division 
RlZONA CORPORATION COMMISSION 
!OO West Washington Street 
ioenix, kizona 85007 

nest G. Johnson, Director 
tilities Division 
RIZONA CORPORATION COMMISSION 
200 West Washington Street 
noenix, Arizona 85007 
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Note Identifier: 

Purchase Date: 

I 
FOR RUS USE ONLY: 

RUS 
Note 
Number : 

Note 
Date 

Place 
of 
Issue 

RUS 

Last Day 
for an 
Advance (q3) March 31, 2006 

Maximum 
Principal 
Amount (14) $6,315,000 

Final 
Maturity 
Date ( f 5 )  December 31, 2020 

March 1, 2002 

First Principal 
Payment 
Date ( f 8 )  March 31, 2004 

Security 
Instrument Consolidated Mortsase 
(624) and Security Asreement, 

dated as of June 14, 
1989, made bv and amonq 
Arizona Electric Power 
Cooperative. Inc.. 
United States of 
America and National 
Rural Utilities 
Cooperative Finance 
Corporation 
(ARIZONA 28-L8 APACHE) 

Benson, 
Arizona 

FUTURE ADVANCE PROMISSORY NOTE 

1. Promise to Pay. 

FOR VALUE RECEIVED, 

ARIZONA ELECTRIC POWER COOPERATIVE, INC. 

(the llBorrower,'l which term includes any successors or assigns) 
promises to pay the FEDE'RAL FINANCING BANK (I1,,,,l1 which term 
includes any successors or assigns) at the times, in the manner, 
and with interest at the rates to be established as hereinafter 

(NOTE TYPE 7) NEW LOAN NOTE - page 1 
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provided, such amounts as may be advanced from time to time by 
FFB to the Borrower under this Note (each such amount being an 
"Advance", and more than one such amount being llAdvancesll) . 
2.  Reference to Note Purchase Commitment and Servicinq 

Aureementt RUS as Successor to REA. 

This Note is entitled to the benefits of, and is subject to 
the requirements of, the Note Purchase Commitment and Servicing 
Agreement dated as of January 1, 1992, between FFB and the 
Administrator of the Rural Electrification Administration 
(I1m1l) , as amended (such agreement, as it has heretofore been, 
and as it may hereafter be, amended, supplemented, or restated 
from time to time in accordance with its terms, being the 
rlAureementll). The Administrator of the Rural Utilities Service 
( I 1 U t 1 )  is the successor to the Administrator of REA pursuant to 
Public Law No. 103-354, 108 Stat. 3209 (1994), and Secretary of 
Agriculture Memorandum 1010-1 dated October 20, 1994. 

3 .  Advances; Advance Recruests; RUS ADDroval Requirement: Last 
Day for an Advance. 

(a) FFB shall make Advances to the Borrower from time to 
time under this Note, in each case upon the written request by 
the Borrower for an Advance under this Note, in the form of 
request attached to this Note as Annex A (each such request being 
an "Advance ReauestI1), making reference to the particular "Note 
Identifier" (as that term is defined in the Agreement) that FFB 
assigns to this Note (as provided in the Agreement) and 
specifying: 

(1) the particular amount of funds that the Borrower 
requests to be advanced (such amount being the I1Recruested 
Advance Amount1I for the respective Advance); 

- 
(2) the particular calendar date that the Borrower 

requests to be the date on which the resDective Advance is 
to-be made (such date being the llReauested Advance Date" for 
such Advance), which date must be a Business Day; 

( 3 )  the particular bank account to which the Borrower 
requests that the respective Advance be made; 

( 4 )  the particular calendar date that the Borrower 
selects to be the date on which the respective Advance is to 
mature (such date being the llMaturitv Date" for such 
Advance), which date must meet the criteria for Maturity 
Dates prescribed in paragraph 5 of this Note; 

(NOTE TYPE 7 )  NEW LOAN NOTE - page 2 
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( 5 )  with respect to each Advance for which the Borrower 
selects a Maturity Date that will occur on or after the 
particular date specified on page 1 of this Note as being 
the "First Principal Payment Date," the particular method 
for the repayment of principal that the Borrower selects for 
the respective Advance from among the options described in 
subparagraph (b) of paragraph 8 of this Note; and 

( 6 )  with respect to each Advance for which the Borrower 
selects a Maturity Date that will occur on or after the 
fifth anniversary of the Requested Advance Date specified in 
the respective Advance Request, the particular prepayment/ 
refinancing privilege that the Borrower elects for such 
Advance from between the options described in 
subparagraphs (b) and (c) of paragraph 16 of this Note. 

(b) To be effective, an Advance Request must first be 
delivered to RUS for approval and be approved by RUS in writing, 
and such Advance Request, together with written notification of 
Rusts approval thereof, must be received by FFB on or before the 
third Business Day before the Requested Advance Date specified in 
such Advance Request. 

(c) FFB shall make each requested Advance on the Requested 
Advance Date specified in the respective Advance Request, subject 
to the provisions of the Agreement describing certain 
circumstances under which a requested Advance shall be made on a 
later date; provided, however, that no Advance shall be made 
under this Note after the particular date specified on page 1 of 
this Note as being the "Last Day for an Advance.11 

(d) FFB shall make each requested Advance by electronic 
funds transfer to the particular bank account specified in the 
respective Advance Request. 
- (e) The Borrower hereby agrees that each Advance made by FFB 
in accordance with an RUS-approved Advance Request delivered to 
FFB shall reduce, by the amount of the respective Advance made, 
FFB's remaining commitment to make Advances under this Note. 

4. Principal Amount of Advances; M a x i m u m  Principal Amount. 

The principal amount of each Advance shall be the Requested 
Advance Amount specified in the respective Advance Request; 
provided, however, that the aggregate principal amount of all 
Advances made under this Note shall not exceed the particular 
amount specified on page 1 of this Note as being the I1Maximum 
Principal Amount. 

(NOTE TYPE 7 )  NEW LOAN NOTE - page 3 
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5. Maturitv Dates for Advances. 

Each Advance shall mature on the Maturity Date specified in 
the respective Advance Request, provided that such Maturity Date 
meets the following criteria: 

(a) the Maturity Date for the respective Advance must 
be a "Payment Date" (as that term is defined in paragraph 7 
of this Note); 

(b) the Maturity Date for the respective Advance may 
not be a date that will occur after the particular date 
specified on page 1 of this Note as being the "Final 
Maturity Date" (such date being the "Final Maturitv Date") ; 
and 

(c) the period of time between the Requested Advance 
Date for the respective Advance and the Maturity Date for 
such Advance may not be less than one complete calendar 
quarter. 

6. Conmutation of Interest on Advances. 

(a) Subject to paragraphs 11 and 17 of this Note, interest 
on the outstanding principal of each Advance shall accrue from 
the date on which the respective Advance is made to the date on 
which such principal is due. 

(b) Interest on each Advance shall be computed on the basis 
of (1) actual days elapsed from (but not including) the date on 
which the respective Advance is made (for the first payment of 
interest due under this Note for such Advance) or the date on 
which the payment of interest was last due (for all other 
payments of interest due under this Note for such Advance), to 
(and including) the date on which the payment of interest is next 
due; and (2) a year of 365 days (except in calendar years 
including February 29, when the basis shall be a 366-day year). 

(c) The basic interest rate for each Advance shall be 
established by FFB, as of the date on which the respective 
Advance is made, on the basis of the determination made by the 
Secretary of the Treasury pursuant to section 6(b) of the Federal 
Financing Bank Act of 1973, as amended (codified at 12 U.S.C. 
5 2281 sea.) (the "FFB Act") ; provided, however, that the 
shortest maturity used as the basis for any rate determination 
shall be the remaining'maturity of the most recently auctioned 
United States Treasury bills having the shortest maturity of all 
United States Treasury bills then being regularly auctioned. 

(NOTE TYPE 7) NEW LOAN NOTE - page 4 
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(d) In the event that (1) the Borrower has selected for any 
Advance a Maturity Date that will occur on or after the fifth 
anniversary of the Requested Advance Date for such Advance, and 
( 2 )  the Borrower has elected for such Advance a prepayment/ 
refinancing privilege described in subparagraph (c) of 
paragraph 16 of this Note, then the interest rate for such 
Advance shall also include a price (expressed in terms of a basis 
point increment to the applicable basic interest rate) for the 
particular prepayment/refinancing privilege that the Borrower 
selected, which price shall be established by FFB on the basis of 
a determination made by FFB as to the difference between (A) the 
estimated market yield of a notional obligation if such 
obligation were to (i) be issued by the Secretary of the 
Treasury, (ii) have a maturity comparable to the maturity of such 
Advance, and (iii) include prepayment and refinancing privileges 
identical to the particular prepayment/refinancing privilege that 
the Borrower elected for such Advance, and (B) the estimated 
market yield of a notional obligation if such obligation were to 
(i) be issued by the Secretary of the Treasury, (ii) have a 
maturity comparable to the maturity of such Advance, but 
(iii) not include such prepayment and refinancing privileges. 

7 .  Pament of Int@rest; Pament Dates. 

Interest accrued on the outstanding principal amount of each 
Advance shall be due and payable quarterly on the last day of 
each calendar quarter (each such day being a "Pavment Date"), 
beginning (except as provided below) on the first Payment Date to 
occur after the date on which the respective Advance is made, up 
through and including the Maturity Date of such Advance; 
provided, however, that with respect to each Advance that is made 
in the last month of any calendar quarter, payments of accrued 
interest on the outstanding principal amount of the respective 
Advance shall be due beginning on the second Payment Date to 
occur - after the date on which such Advance is made. 

a .  R&. 

(a) The principal amount of each Advance shall be payable in 
quarterly installments, which installments shall be due beginning 
on the particular date specified on page 1 of this Note as being 
the "First Principal Payment Date" (such date being the "First 
Principal Pavment Date"), and shall be due on each Payment Date 
to occur thereafter until the principal amount of the respective 
Advance is repaid in full on or before the Final Maturity Date; 
provided, however, that with respect to each Advance that is made 
after the First Principal Payment Date, principal installments 
shall be due beginning on the second Payment Date to occur after 
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the date on which the respective Advance is made; and provided, 
further, however, that for so long as the Borrower has not 
selected a method for the repayment of principal for any of the 
Advances made under this Note from among the options described in 
subparagraph (b) of this paragraph 8 ,  the First Principal Payment 
Date of this Note may be deferred by the mutual agreement of the 
Borrower, RUS, and FFB, provided that a written amendment to this 
Note reciting the new and later First Principal Payment Date 
shall have been executed by the Borrower, approved by RUS, and 
received by FFB on or before the third Business Day before the 
First Principal Payment Date that is in effect immediately before 
such deferral . 

(b) At the time that the Borrower first selects for any 
Advance a Maturity Date that will occur on or after the First 
Principal Payment Date, the Borrower must also select, subject to 
RUS approval, a method for the repayment of principal of such 
Advance (each such Advance being an llAmortizinu Advancell) from 
among the following options: 

(1) "equal principal installmentst1 - -  the amount of 
each quarterly principal installment shall be substantially 
equal to the amount of every other quarterly principal 
installment and shall be sufficient, when added to all other 
such quarterly installments of equal principal, to repay the 
principal amount of such Amortizing Advance in full on the 
Final Maturity Date (notwithstanding the fact that the 
Borrower may have selected a Maturity Date for such 
Amortizing Advance that will occur before the Final Maturity 
Date) ; 

(2) "graduated principal installments11 - -  the amount of 
each of the first one-third (or nearest number of payments 
that rounds to one-third) of the total number of quarterly 
principal installments shall be substantially equal to 
one-half of the amount of each of the remaining quarterly 
principal installments, and shall be sufficient, when added 
to all other such quarterly installments of graduated 
principal, to repay the principal amount of such Amortizing 
Advance in full on the Final Maturity Date (notwithstanding 
the fact that the Borrower may have selected a Maturity Date 
for such Amortizing Advance that will occur before the Final 
Maturity Date) ; or 

- 

( 3 )  Itlevel debt service" - -  the amount of each 
quarterly payment consisting of a principal installment and 
accrued interest shall be substantially equal to the amount 
of every other quarterly payment consisting of a principal 
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installment and accrued interest, and shall be sufficient, 
when added to all other such level quarterly payments 
consisting of a principal installment and accrued interest, 
to repay the principal amount of such Amortizing Advance in 
full on the Final Maturity Date (notwithstanding the fact 
that the Borrower may have selected a Maturity Date for such 
Amortizing Advance that will occur before the Final Maturity 
'Date). 

(c) For each Amortizing Advance, the amount of principal 
that shall be due and payable on each of the dates specified in 
subparagraph (a) of this paragraph 8 shall be the amount of the 
principal installment due under a principal repayment schedule 
for the respective Amortizing Advance that is computed in 
accordance with the principles of the particular method for the 
repayment of principal that is selected by the Borrower for such 
Amortizing Advance from among the options described in 
subparagraph (b) of this paragraph 8 .  Except at the times 
described in the immediately following sentence, the method for 
the repayment of principal that is selected by the Borrower for 
any Amortizing Advance, and the resulting principal repayment 
schedule that is so computed for such Amortizing Advance, may not 
be changed. Notwithstanding the foregoing, with respect to each 
Amortizing Advance for which the Borrower has selected a Maturity 
Date that will occur before the Final Maturity Date, the Borrower 
may change the particular method for the repayment of principal 
that was selected by the Borrower for the respective Amortizing 
Advance from either the tlequal principal installmentstt method or 
the Ingraduated principal installmentst1 method to the Itlevel debt 
servicett method at the time (if ever) that the Borrower elects to 
extend the maturity of such Amortizing Advance (as provided in 
paragraph 15 of this Note), effective as of the effective date of 
such maturity extension, or at the time (if ever) that the 
Borrower elects to refinance the outstanding principal amount of 
such Amortizing Advance (as provided in paragraph 18 of this 
Note), effective as of the effective date of such refinancing, 
and the principal repayment schedule for such Amortizing Advance 
shall thereupon be newly computed in accordance with the "level 
debt servicett method for the repayment of principal. After the 
Borrower has selected the Final Maturity Date as the Maturity 
Date for any Amortizing Advance, the Borrower may so change the 
particular method for the repayment of principal of any 
Amortizing Advance, and the principal repayment schedule for such 
Amotizing Advance shall be so newly computed, only at the time 
(if ever) that the Borrower elects to refinance the outstanding 
principal amount of such Amortizing Advance (as provided in 
paragraph 18 of this Note), effective as of the effective date of 
such refinancing. 
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(d) With respect to each Advance that has a Maturity Date 
that will occur before the Final Maturity Date, the entire unpaid 
principal amount of the respective Advance shall be payable on 
such Maturity Date, subject to extensions of the maturity of such 
Advance (as provided in paragraph 15 of this Note). 

(e) Notwithstanding which of the methods for the repayment 
of principal described in subparagraph (b) of this paragraph 8 is 
selected by the Borrower for any Amortizing Advance, the 
aggregate of all quarterly payments of principal and interest on 
such Amortizing Advance shall be such as will repay the entire 
principal amount of such Amortizing Advance, and pay all interest 
accrued thereon, on or before the Final Maturity Date. 

9.  - Fee .  

A fee to cover expenses and contingencies, assessed by FFB 
pursuant to section 6(c) of the FFB Act, shall accrue on the 
outstanding principal amount of each Advance from the date on 
which the respective Advance is made to the date on which the 
principal amount of such Advance is due. The fee on each Advance 
shall be equal to one-eighth of one percent (0.125%) per annum of 
the unpaid principal balance of such Advance. The fee on each 
Advance shall be computed in the same manner as accrued interest 
is computed under paragraph 6(b) of this Note, and shall be due 
and payable at the same times as accrued interest is due and 
payable under paragraph 7 of this Note (adjusted as provided in 
paragraph 10 of this Note if a Payment Date is not a Business 
Day). The fee on each Advance shall be credited to RUS as 
required by section 505(c) of the Federal Credit Reform Act of 
1990, as amended (codified at 2 U.S.C. 5 661d(c)). 

10. Business D a w .  

(a) Whenever any Payment Date, the Maturity Date for any 
Advance, or the Final Maturity Date shall fall on a day on which 
either FFB or the Federal Reserve Bank of New York is not open 
for business, the payment that would otherwise be due on such 
Payment Date, Maturity Date, or Final Payment Date, as the case 
may be, shall be due on the first day thereafter on which FFB and 
the Federal Reserve Bank of New York are both open for business 
(any such day being a IlBusiness DaV). 

(b) In the event that any Payment Date falls on a day other 
than a Business Day, then the extension of time for making the 
payment that would otherwise be due on such Payment Date shall be 
(1) taken into account in establishing the interest rate for the 
respective Advance, (2) included in computing interest due in 
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connection with such payment, and (3) excluded in computing 
interest due in connection with the next payment. 

(c) In the event that the Maturity Date for any Advance or 
the Final Maturity Date falls on a day other than a Business Day, 
then the extension of time for making the payment that would 
otherwise be due on such Maturity Date or the Final Maturity, as 
the case may be, shall be (1) taken into account in establishing 
the interest rate for such Advance, and (2) included in computing 
interest due in connection with such payment. 

11. Late Payments. 

(a) In the event that any payment of any amount owing under 
this Note is not made when and as due (any such amount being then 
an llOverdue Amount11), then the amount payable shall be such 
Overdue Amount plus interest thereon (such interest being the 
"Late CharseI1) computed in accordance with this subparagraph (a). 

(1) The Late Charge shall accrue from the scheduled 
date of payment for the Overdue Amount (taking into account 
paragraph 10 of this Note) to the date on which payment is 
made. 

(2) The Late Charge shall be computed on the basis of 
(A) actual days elapsed from (but not including) the 
scheduled date of payment for such Overdue Amount (taking 
into account paragraph 10 of this Note) to (and including) 
the date on which payment is made, and (B) a year of 365 
days (except in calendar years including February 29, when 
the basis shall be a 366-day year). 

( 3 )  The Late Charge shall accrue at a rate (the "Late 
Charcre Rate") equal to one and one-half times the rate to be 
determined by the Secretary of the Treasury taking into 
consideration the prevailing market yield on the remaining 
maturity of the most recently auctioned 13-week United 
States Treasury bills. 

- 

(4) The initial Late Charge Rate shall be in effect 
until the earlier to occur of either (A) the date on which 
payment of the Overdue Amount and the amount of the accrued 
Late Charge is made, or (B) the first Payment Date to occur 
after the scheduled date of payment for such Overdue 
Amount. 
of the accrued Late Charge are not paid on or before the 
such Payment Date, then the amount payabl,e shall be the sum 
of the Overdue Amount and the amount of the accrued Late 

In the event that the Overdue Amount and the amount 
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Charge, plus a Late Charge on such sum accruing at a new 
Late Charge Rate to be then determined in accordance with 
the principles of clause ( 3 )  of this subparagraph (a). For 
so long as any Overdue Amount remains unpaid, the Late 
Charge Rate shall be redetermined in accordance with the 
principles of clause ( 3 )  of this subparagraph (a) on each 
Payment Date to occur thereafter, and shall be applied to 
the Overdue Amount and all amounts of the accrued Late 
Charge to the date on which payment of the Overdue Amount 
and all amounts of the accrued Late Charge is made. 

(b) Nothing in subparagraph (a) of this paragraph 11 shall 
be construed as permitting or implying that the Borrower may, 
without the written consent of FFB, modify, extend, alter or 
affect in any manner whatsoever (except as explicitly provided 
herein) the right of FFB to receive any and all payments on 
account of this Note on the dates specified in this Note. 

12. Final Due Date. 

Notwithstanding anything in this Note to the contrary, all 
amounts outstanding under this Note remaining unpaid as of the 
Final Maturity Date shall be due and payable on the Final 
Maturity Date. 

13. Manner of Makinq Pavments. 

(a) For so long as FFB is the holder of this Note and RUS is 
the loan servicing agent for FFB (as provided in the Agreement), 
each payment under this Note shall be made in immediately 
available funds by electronic funds transfer to the account 
specified from time to time by RUS, as loan servicing agent for 
FFB, in a written notice delivered by RUS to the Borrower. 

(b) In the event that FFB is the holder of this Note but RUS 
ii not the loan servicing agent for FFB, then each payment under 
this Note shall be made in immediately available funds by 
electronic funds transfer to the account specified from time to 
time by FFB in a written notice delivered by FFB to the Borrower. 

(c) In the event that FFB is not the holder of this Note, 
then each payment under this Note shall be made in the manner and 
to the account specified from time to time by the holder in a 
written notice delivered by the holder to the Borrower. 

14. Anplication of Pavments. 
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Each payment made on this Note shall be applied, first, to 
the payment of Late Charges (if any) payable under paragraphs 11 
and 19 of this Note, then to the payment of premiums (if any) 
payable under paragraphs 17 and 18 of this Note, then to the 
payment of unpaid accrued interest, then on account of 
outstanding principal, and then to the payment of the fee payable 
under paragraph 9 of this Note. 

15. Maturitv Extensions. 

(a) With respect to each Advance for which the Borrower has 
selected a Maturity Date that will occur before the Final 
Maturity Date (each such Maturity Date being an I1Interim Maturitv - Date"), the Borrower may, effective as of such Interim Maturity 
Date, elect to extend the maturity of all or any portion of the 
outstanding principal amount of the respective Advance (subject 
to subparagraph (c) of this paragraph 15) to a new Maturity Date 
to be selected by the Borrower in the manner and subject to the 
limitations specified in this subparagraph (a) (each such 
election being a "Maturitv Extension Electiont1; each such 
elective extension of the maturity of any Advance that has an 
Interim Maturity Date being a llMaturitv Extension11; and the 
Interim Maturity Date that is in effect for an Advance 
immediately before any such elective Maturity Extension being, 
from and after such Maturity Extension, the Waturitv Extension 
Effective Date"). 

(1) Except under the circumstances described in 
clause (3) of this subparagraph (a), the Borrower shall 
deliver to FFB (with a copy to RUS) written notification of 
each Maturity Extension Election, in the form of 
notification attached to this Note as Annex B - 1  (each such 
notification being a llMaturitv Extension Election Noticef1), 
making reference to the "Advance Identifier" (as that term 
is defined in the Agreement) that FFB assigned to such 
Advance (as provided in the Agreement) and specifying, among 
other things, the following: 

(A) the amount of the outstanding principal of the 
such Advance with respect to which the Borrower elects 
to extend the maturity (subject to subparagraph (c) of 
this paragraph 15); and 

(E) the new Maturity Date that the Borrower 
selects to be in effect for such principal amount after 
the. respective Maturity Extension Effective Date, which 
date: 
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(i) may be either a new Interim Maturity Date 
or the Final Maturity Date; and 

(ii) in the event that the Borrower selects a 
new Interim Maturity Date as the new Maturity Date 
for any Advance, must meet the criteria for 
Maturity Dates prescribed in paragraph 5 of this 
Note (provided, however, that, for purposes of 
selecting a new Maturity Date in connection with a 
Maturity Extension Election, the reference to "the 
Requested Advance Date for the respective Advance11 
in subparagraph (c) of paragraph 5 of this Note 
shall be deemed to be a reference to "the 
respective Maturity Extension Effective Date"). 

(2) To be effective, a Maturity Extension Election 
Notice must be received by FFB on or before the third 
Business Day before the Interim Maturity Date in effect for 
the respective Advance immediately before such Maturity 
Extension. 

( 3 )  In the event that either of the circumstances 
described in subclause (A) or (B) of the next sentence 
occurs, then a Maturity Extension Election Notice (in the 
form of notice attached to this Note as Annex B-21, to be 
effective, must first be delivered to RUS for approval and 
be approved by RUS in writing, and such Maturity Extension 
Election Notice, together with written notification of RUSIs 
approval thereof, must be received by FFB on or before the 
third Business Day before the Interim Maturity Date in 
effect for the respective Advance immediately before such 
Maturity Extension. RUS approval of a Maturity Extension 
Election Notice will be required under either of the 
following circumstances: 

(A) (i) any payment of any amount owing under this 
Note is not made by the Borrower when and as due, 
(ii) payment is made by RUS in accordance with the 
guarantee set forth at the end of this Note, and 
(111) RUS delivers notice to both the Borrower and FFB 
advising each of them that each Maturity Extension 
Election Notice delivered by the Borrower after the 
date of such notice shall require the approval of RUS; 
or 

(B) FFB at any time delivers notice to both the 
Borrower and RUS advising each of them that each 
Maturity Extension Election Notice delivered by the 
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Borrower after the date of such notice shall require 
the approval of RUS. 

(b) With respect to any Advance that has an Interim Maturity 
Date, in the event that FFB does not receive a Maturity Extension 
Election Notice (and, if required under clause ( 3 )  of 
subparagraph (a) of this paragraph 15, written notification of 
Rusts approval thereof) on or before the third Business Day 
before such Interim Maturity Date, then the maturity of such 
Advance shall be extended automatically in the manner and subject 
to the limitations specified in this subparagraph (b) (each such 
automatic extension of the maturity of any Advance that has an 
Interim Maturity Date also being a tlMaturitv Extensiontt; and the 
Interim Maturity Date that is in effect for an Advance 
immediately before any such automatic Maturity Extension also 
being, from and after such Maturity Extension, the IIMaturitv 
Extension Effective Date"). 

(1) The new Maturity Date for such Advance shall be the 
immediately following quarterly Payment Date. 

(2) If the Interim Maturity Date that is in effect for 
such Advance immediately before such automatic Maturity 
Extension is: 

(A) a Payment Date tha.t occurs before the First 
Principal Payment Date (i.e., such Advance is --an 
Amortizing Advance), then the amount of principal that 
will have its maturity extended automatically shall be 
the entire outstanding principal amount of such 
Advance ; 

(B) the Payment Date that immediately precedes the 
First Principal Payment Date, then the method for the 
repayment of principal that shall apply to such Advance 
from and after the respective Maturity Extension 
Effective Date shall be the lllevel debt servicett 
method; and 

(C) either the First Principal Payment Date or a 
Payment Date that occurs after the First Principal 
Payment Date (i.e., such Advance is an Amortizing 
Advance) , then : 

(i) the amount of principal that will have 
its maturity extended automatically shall be the 
outstanding principal amount of such Advance less 
the principal installment that is due on the 
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respective Maturity Extension Effective Date (as 
provided in subparagraph (c) of this paragraph 15; 
and 

(ii) the method for the repayment of 
principal that shall apply to such Advance from 
and after the respective Maturity Extension 
Effective Date shall be the same method that 
applied to such Advance immediately before such 
Maturity Extension Effective Date. 

(c) In the event that the maturity of any Amortizing Advance 
that has an Interim Maturity Date is extended under either 
subparagraph (a) or (b) of this paragraph 15, then the principal 
installment that is due on the respective Maturity Extension 
Effective Date, in accordance with the principal repayment 
schedule that applied to such Amortizing Advance immediately 
before such Maturity Extension Effective Date, shall nevertheless 
be due and payable on such Maturity Extension Effective Date 
notwithstanding such Maturity Extension. 

(d) In the event that the maturity of any Advance that has 
an Interim Maturity Date is extended under either 
subparagraph (a) or (b) of this paragraph 15, then the basic 
interest rate for such Advance, from and after the respective 
Maturity Extension Effective Date, shall be the particular rate 
that is established by FFB, as of such Maturity Extension 
Effective Date, in accordance with the principles of 
subparagraph (c) of paragraph 6 of this Note. 

(e) In the event that (1) the maturity of any Advance that 
has an Interim Maturity Date is extended under either 
subparagraph (a) or (b) of this paragraph 15, and (2) the 
Maturity Date for such extended Advance is a date that will occur 
before the fifth anniversary of the respective Maturity Extension 
Ezfective Date, then the prepayment/refinancing privilege 
described in subparagraph (b) of paragraph 16 of this Note shall 
apply automatically to such Advance. 

(f) In the event that (1) the Borrower makes a Maturity 
Extension Election with respect to any Advance that has an 
Interim Maturity Date, and (2) the Borrower selects as the 
Maturity Date for such extended Advance a new Maturity Date that 
will occur on or after the fifth anniversary of the respective 
Maturity Extension Effective Date, then the Borrower must elect a 
prepayment/refinancing privilege for such extended Advance from 
between the options described in subparagraphs (b) and (c) of 
paragraph 16 of this Note (provided, however, that each of the 
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references to "the Requested Advance Date for such Advance" in 
subparagraph (c) of paragraph 16 of this Note shall be deemed to 
be a reference to Ifthe respective Maturity Extension Effective 
Date"). The Maturity Extension Election Notice delivered by the 
Borrower in connection with each such Maturity Extension Election 
must also specify the particular prepayment/refinancing privilege 
that the Borrower elects for the respective extended Advance. In 
the event that the Borrower elects for any such extended Advance 
a prepayment/refinancing privilege described in subparagraph (c) 
of paragraph 16 of this Note, then the interest rate for such 
extended Advance, from and after the respective Maturity 
Extension Effective Date, shall include a price (expressed in 
terms of a basis point increment to the applicable basic interest 
rate) for the particular prepayment/refinancing privilege that 
the Borrower elects, which price shall be established by FFB, as 
of such Maturity Extension Effective Date, in accordance with the 
principles of subparagraph (d) of paragraph 6 of this Note. 

(9) In the event that the maturity of any Amortizing Advance 
that has an Interim Maturity Date is extended under either 
subparagraph (a) or (b) of this paragraph 15, then the 
outstanding principal amount of such Amortizing Advance, after 
the respective Maturity Extension Effective Date, shall be due 
and payable in accordance with this subparagraph (g). 

(1) With respect to each Amortizing Advance to which 
either the "equal principal installments" method or the 
"graduated principal installments8l method for the repayment 
of principal applies, the amount of the quarterly principal 
installments that will be due after the respective Maturity 
Extension Effective Date shall be equal to the amount of the 
quarterly installments of equal principal or graduated 
principal, as the case may be, that were due in accordance 
with the principal repayment schedule that applied to such 
Amortizing Advance immediately before such Maturity 
Extension Effective Date. - 

( 2 )  With respect to each Amortizing Advance to which 
the Itlevel debt servicell method for the repayment of 
principal applies, the amount of the level quarterly 
payments consisting of a principal installment and accrued 
interest that will be due after the respective Maturity 
Extension Effective Date shall be newly computed so that the 
amount of each such quarterly payment consisting of a 
principal installment and accrued interest (taking into 
account the new interest rate that is in effect for such 
Amortizing Advance from and after such Maturity Extension 
Effective Date) shall be substantially equal to the amount 
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of every other quarterly payment consisting of a principal 
installment and accrued interest, and shall be sufficient, 
when added to all other such newly-computed level quarterly 
payments consisting of a principal installment and accrued 
interest, to repay the outstanding principal amount of such 
Amortizing Advance in full on the Final Maturity Date 
(notwithstanding the fact that the Borrower may have 
selected an Interim Maturity Date for such Amortizing 
Advance) . 

( 3 )  For each such Amortizing Advance, the quarterly 
installments of equal principal pr graduated principal, or 
the newly-computed level quarterly payments consisting of a 
principal installment and accrued interest, as the case may 
be, shall be due beginning on the first Payment Date to 
occur after the respective Maturity Extension Effective 
Date, and shall be due on each Payment Date to occur 
thereafter up through and including the earlier to occur of 
either (A) the new Maturity Date for such extended 
Amortizing Advance, on which date the entire unpaid 
principal amount of such extended Amortizing Advance shall 
also be payable, subject to further Maturity Extensions if 
the new Maturity Date is an Interim Maturity Date, or 
(B) the date on which the entire principal amount of such 
extended Amortizing Advance, and all unpaid interest (and 
Late Charges, if any) accrued thereon, are paid. 

(h) The maturity of each Advance may be extended more than 
once as provided in this paragraph 15, but upon the occurrence of 
the Final Maturity Date, no further Maturity Extensions may 
occur. 

16. PreDawlent/Refinancinff Privileues. 

(a) The prepayment/refinancing privilege described in 
subparagraph (b) of this paragraph 16 shall apply automatically 
to each Advance that has a Maturity Date that will occur before 
the fifth anniversary of the Requested Advance Date specified in 
the respective Advance Request. With respect to each Advance for 
which the Borrower has selected a Maturity Date that will occur 
on or after the fifth anniversary of the Requested Advance Date 
specified in the respective Advance Request, the Borrower must 
elect, at the time of requesting the respective Advance, the 
particular prepayment/refinancing privilege that is to apply to 
such Advance from between the options described in subparagraphs 
(b) and (c) of this paragraph 16. 
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(b) "Market Value Premium (or Discount) - -  The Borrower 
shall have the privilege to prepay the respective Advance (as 
provided in paragraph 17 of this Note) or to refinance such 
Advance (as provided in paragraph 18 of this Note) at a 
prepayment or refinancing price that will include, in either 
case, a premium (or discount credit) equal to the difference 
between: 

(1) the price for such Advance that would, if such 
Advance (including all unpaid interest accrued thereon 
through the date of prepayment or refinancing, as the case 
may be) were purchased by a third party and held to the 
Maturity Date of such Advance, produce a yield to the third- 
party purchaser for the period from the date of purchase to 
the Maturity Date of such Advance substantially equal to the 
interest rate that would be set on a loan from the Secretary 
of the Treasury to FFB to purchase an obligation having a 
payment schedule identical to the payment schedule of such 
Advance for the period from the date of prepayment or 
refinancing, as the case may be, to the Maturity Date of 
such Advance; and 

( 2 )  the sum of: 

(A) the outstanding principal amount of such 
Advance on the date of prepayment or refinancing, as 
the case may be (after taking into account the payment 
of the principal installment (if any) that is due on 
date of prepayment or refinancing, as the case may be, 
in accordance with the principal repayment schedule 
that applied to such Advance immediately before such 
prepayment or refinancing); and 

( B )  all unpaid interest accrued on such Advance 
through the date of prepayment or refinancing, as the 
case may be, - 

(the difference between the price described in clause (1) of this 
subparagraph (b) and the sum of the amounts described in 
clause (2) of this subparagraph (b) being the "Market Value 
Premium (or Discount) I f )  . The price described in clause (1) of 
this subparagraph (b) shall be calculated by the Secretary of the 
Treasury as of the close of business on the second Business Day 
before the date of prepayment or refinancing, as the case may be, 
using standard calculation methods of the United States 
Department of the Treasury. 
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(c) "Fixed Premium" - -  The Borrower shall have the privilege 
to prepay the respective Advance (as provided in paragraph 17 of 
this Note) or to refinance such Advance (as provided in 
paragraph 18 of this Note) at a prepayment or refinancing price 
that will include, in either case, a fixed premium determined by 
the Borrower having made, at the time of requesting such Advance, 
both the election and selection described in this 
subparagraph (c) . 

(1) flNo-Call Period Option Election1I - -  First, the 
Borrower must elect whether or not the fixed premium 
prepayment/refinancing privilege that is to apply to the 
respective Advance shall include a 5-year period during 
which such Advance shall be eligible for any prepayment 
or refinancing (such time period being a liNo-Call Periodt1). 
The options are: 

(A) Iiyes1I - -  the Borrower elects to have the fixed 
premium prepayment/refinancing privilege include a 
5-year No-Call Period, i.e., the Borrower shall have 
the privilege to prepay the respective Advance (as 
provided in paragraph 17 of this Note) or to refinance 
such Advance (as provided in paragraph 18 of this Note) 
on or after (but not before): 

(i) the fifth anniversary of the Requested 
Advance Date for such Advance (if such fifth 
anniversary date is a Payment Date); or 

(ii) the first Payment Date to occur after 
the fifth anniversary of the Requested Advance 
Date for such Advance (if such fifth anniversary 
date is not a Payment Date), 

(in either case, such date being the "First Call Date" 
for such Advance) ; or 

(B) llnoll - -  the Borrower elects to have the fixed 
premium prepayment/refinancing privilege not include a 
5-year No-Call Period, i.e., the Borrower shall have 
the privilege to prepay the respective Advance (as 
provided in paragraph 17 of this Note) or to refinance 
such Advance (as provided in paragraph 18 of this Note) 
without a 5-year period during which such Advance shall 
not be eligible for any prepayment or refinancing. 

(2) I1Premium Option Selection1I - -  Second the Borrower 
must select the particular fixed premium that will be 
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required in connection with any prepayment or refinancing of 
the respective Advance. The options are: 

(A) "10 percent premium declining over 10 years" - -  the price for any prepayment or refinancing of the 
respective Advance shall include a premium equal to 10 
percent of the amount of principal being prepaid or 
refinanced, as the case may be, multiplied by a 
fraction: 

(i) the numerator of which is the number of 
Payment Dates that occur between: 

(aa) in the case of a prepayment, the 
date of prepayment (if such date is a Payment 
Date) or the Payment Date immediately 
preceding the date of prepayment (if the date 
of prepayment is not a Payment Date), and, in 
the case of a refinancing, the date of 
refinancing, which date, in either case, 
shall be included in computing the number of 
Payment Dates; and 

(bb) the earlier to occur of either: 

(I) the Maturity Date that the 
Borrower selected for such Advance; or 

(11) the tenth anniversary of the 
applicable First Call Date (if the 
Borrower elected to have the prepayment/ 
refinancing privilege include a 5-year 
No-Call Period) or the tenth anniversary 
of the Requested Advance Date (if the 
Borrower elected to have the prepayment/ 
refinancing privilege not include a 
5-year No-Call Period), 

which date, in either case, shall be excluded 
in computing the number of Payment Dates; and 

(ii) the denominator of which is 4 0 ,  

and no premium (x) on or after the tenth anniversary of 
the applicable First Call Date (if the Borrower elected 
to have the prepayment/refinancing privilege include a 
5-year No-Call Period) or the tenth anniversary of the 
Requested Advance Date (if the Borrower elected to have 
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the prepayment/refinancing privilege not include a 
5-year No-Call Period), or (y) on the Maturity Date (if 
the Borrower selected a Maturity Date that will occur 
before the tenth anniversary of the First Call Date or 
the tenth anniversary of the Requested Advance Date, as 
the case may be); 

(B) percent premium declining over 5 years" - -  
the price for any prepayment or refinancing of the 
respective Advance shall include a premium equal to 
5 percent of the amount of principal being prepaid or 
refinanced, as the case may be, multiplied by a 
fraction: 

(i) the numerator of which is the number of 
Payment Dates that occur between: 

(aa) in the case of a prepayment, the 
date of prepayment (if such date is a Payment 
Date) or the Payment Date immediately 
preceding the date of prepayment (if the date 
of prepayment is not a Payment Date), and, in 
the case of a refinancing, the date of 
refinancing, which date, in either case, 
shall be included in computing the number of 
Payment Dates; and 

(bb) the earlier to occur of either: 

(I) the Maturity Date that the 
Borrower selected for such Advance; or 

(11) the fifth anniversary of the 
applicable First Call Date (if the 
Borrower elected to have the prepayment/ 
refinancing privilege include a 5-year 
No-Call Period) or the fifth anniversary 
of the Requested Advance Date (if the 
Borrower elected to have the prepayment/ 
refinancing privilege not include a 
5-year No-Call Period), 

which date, in either case, shall be excluded 
in computing the number of Payment Dates; and 

(ii) the denominator of which is 20, 
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and no premium on or after the fifth anniversary of the 
applicable First Call Date (if the Borrower elected to 
have the prepayment/refinancing privilege include a 
5-year No-Call Period) or the fifth anniversary of the 
Requested Advance Date (if the Borrower elected to have 
the prepayment/refinancing privilege not include a 
5-year No-Call Period); or 

(C) I1parfl - -  the price for any prepayment or 
refinancing of the respective Advance shall include no 
premium. 

17. PreDavments. 

(a) The Borrower may elect to prepay all or any portion of 
the outstanding principal amount of any Advance made under this 
Note, or to prepay this Note in its entirety, in the manner, at 
the price, and subject to the limitations specified in this 
paragraph 17 (each such election being a llPreDavment Electiont1). 

(b) For each Prepayment Election in which the Borrower 
elects to prepay a particular amount of the outstanding principal 
of an Advance, the Borrower shall deliver to RUS written 
notification of the respective Prepayment Election, in the form 
of notification attached to this Note as Annex C-1 (each such 
notification being a PreDavment Election Noticg'l), making 
reference to the Advance Identifier that FFB assigned to the 
respective Advance (as provided in the Agreement) and specifying, 
among other things, the following: 

(1) the particular date on which the Borrower intends 
to make the prepayment on such Advance (such date being the 
"Intended PreDavment Date" for such Advance), which date: 

(A) must be a Business Day; and 

(B) for any Advance for which the Borrower has 
selected a fixed premium prepayment/refinancing 
privilege that includes a 5-year No-Call Period, may 
not be a date that will occur before the applicable 
First Call Date; and 

(2) the amount of principal of the respective Advance 
that the Borrower intends to prepay, which amount may be 
either: 

(A) the total outstanding principal amount of such 
Advance; or 
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(B) an amount less than the total outstanding 
principal amount of such Advance (subject to 
subparagraph (g) of this paragraph 17) (any such amount 
being a llPortionlt). 

(c) For each Prepayment Election in which the Borrower 
elects to have a particular amount of funds applied by FFB toward 
the prepayment of the outstanding principal of an Advance, the 
Borrower shall deliver to RUS written notification of the 
respective Prepayment Election, in the form of notification 
attached to this Note as Annex C-2 (each such notification also 
being a PreDavment Election Noticev1), making reference to the 
Advance Identifier that FFB assigned to the resPective Advance 
(as provided in the Agreement) and specifying, among other 
things, the following: 

(1) the particular date on which the Borrower intends 
to make the prepayment on such Advance (such date being the 
"Intended PreDavment Date" for such Advance), which date: 

(A) must be a Business Day; and 

(B) for any Advance for which the Borrower has 
selected a fixed premium prepayment/refinancing 
privilege that includes a 5-year No-Call Period, may 
not be a date that will occur before the applicable 
First Call Date; and 

( 2 )  the particular amount of funds that the Borrower 
elects to be applied by FFB toward a prepayment of the 
outstanding principal amount of such Advance. 

(d) To be effective, a Prepayment Election Notice must be 
approved by RUS in writing, and such Prepayment Election Notice 
together with written notification of RUS's approval thereof, 
must be received by FFB on or before the fifth Business Day 
before the date specified therein as the Intended Prepayment Da 
for the respective Advance or Portion. 

' I  

.te 

(e) The Borrower shall pay to FFB a price for the prepayment 
of any Advance, any Portion of any Advance, or this Note in its 
entirety (such price being the llPreDavment Pricef1 for such 
Advance or Portion or this Note, as the case may be) determined 
as follows: 

(1) in the event that the Borrower elects to prepay the 
entire outstanding principal amount of any Advance, then the 
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Borrower shall pay to FFB a Prepayment Price for such 
Advance equal to the sum of: 

(A) the entire outstanding principal amount of 
such Advance.on the Intended Prepayment Date; 

(B) all unpaid interest (and Late Charges, if any) 
accrued on such Advance through the Intended Prepayment 
Date; and 

(C) the amount of the premium or discount credit 
(if any) that is required under the particular 
prepayment/refinancing privilege that applies to such 
Advance ; 

( 2 )  in the event that the Borrower elects to prepay a 
Portion of any Advance, then the Borrower shall pay to FFB a 
Prepayment Price for such Portion that would equal such 
Portion's pro rata share of the Prepayment Price that would 
be required for a prepayment of the entire outstanding 
principal amount of such Advance (determined in accordance 
with the principles of clause (1) of this subparagraph (e)); 
and 

( 3 )  in the event that the Borrower elects to prepay 
this Note in its entirety, then the Borrower shall pay to 
FFB an amount equal to the sum of the Prepayment Prices for 
all outstanding Advances (determined in accordance with the 
principles of clause (1) of this subparagraph (e)). 

(f) Payment of the Prepayment Price for any Advance, any 
Portion of any Advance, or this Note in its entirety shall be due 
to FFB before 3:OO p.m. (Washington, D . C . ,  time) on the Intended 
Prepayment Date for such Advance or Portion or this Note, as the 
case may be. - 

(g) Each prepayment of a Portion shall, as to the principal 
amount of such Portion, be subject to a minimum amount equal to 
$100,000.00 of principal. 

(h) In the event that the Borrower makes a Prepayment 
Election with respect to any Portion of an Amortizing Advance, 
then the Prepayment Price paid for such Portion shall be applied 
as provided in paragraph 14 of this Note and, with respect to 
application to outstanding principal, such Prepayment Price shall 
be applied to principal installments in the inverse order of 
maturity . 
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(i) In the event that the Borrower makes a Prepayment 
Election with respect to any Portion of an Amortizing Advance, 
then the outstanding principal amount of such Amortizing Advance, 
after such partial prepayment, shall be due and payable in 
accordance with this subparagraph (i). 

(1) With respect to each Amortizing Advance to which 
either the llequal principal installmentsg1 method or the 
"graduated principal installmentst1 method for the repayment 
of principal applies, the amount of the quarterly principal 
installments that will be due after such partial prepayment 
shall be equal to the quarterly installments of equal 
principal or graduated principal, as the case may be, that 
were due in accordance with the principal repayment schedule 
that applied to such Amortizing Advance immediately before 
such partial prepayment. 

(2) With respect to each Amortizing Advance to which 
the Illeve1 debt service1' method for the repayment of 
principal applies, the amount of the quarterly payments 
consisting of a principal installment and accrued interest 
that will be due after such partial prepayment shall be 
equal to the amount of the level debt service payments that 
were due in accordance with the level debt service payment 
schedule that applied to such Amortizing Advance immediately 
before such partial prepayment, and such payments shall be 
allocated by FFB between principal and accrued interest, as 
appropriate. 

( 3 )  For each such Amortizing Advance, the quarterly 
installments of equal principal or graduated principal, or 
level quarterly payments consisting of a principal 
installment and accrued interest, as the case may be, shall 
be due beginning on the first Payment Date to occur after 
such partial prepayment, and shall be due on each Payment 
Date to occur thereafter up through and including the . 
earlier to occur of either (A) the Maturity Date for such 
Amortizing Advance, on which date the entire unpaid 
principal amount of such Amortizing Advance shall also be 
payable, subject to Maturity Extensions (as provided in 
paragraph 15 of this Note) if the Maturity Date is an 
Interim Maturity Date, or (B) the date on which the entire 
principal amount of such Amortizing Advance, and all unpaid 
interest (and Late Charges, if any) accrued thereon, are 
paid. 

- 

( j )  The Borrower may make more than one Prepayment Election 
with respect to an Advance, each such Prepayment Election being 
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made with respect to a different Portion of such Advance, until 
such time as the entire principal amount of such Advance is 
repaid in full. 

18. Refinancinqs. 

(a) The Borrower may elect to refinance the outstanding 
principal amount of any Advance (but not any Portion) in the 
manner, at the price, and subject to the limitations specified in 
this paragraph 18 (each such election being a "Refinancinq 
Election11) . 

(b) Except under the circumstances described in 
subparagraph (d) of this paragraph 18, the Borrower shall deli 
to FFB (with a copy to RUS) written notification of each 
Refinancing Election, in the form of notification attached to 
this Note as Annex D-1 (each such notification being a 
"Refinancina Election Notice1'), making reference to the Advanc 
Identifier that FFB assigned to the respective Advance (as 
provided in the Agreement) and specifying, among other things, 
the following: 

ver 

le 

(1) the particular date on which the Borrower intends 
to refinance the respective Advance (such date being the 
"Intended Refinancina Date" for the respective Advance), 
which date: 

(A) must be a Payment Date; and 

(B) for any Advance for which the Borrower has 
selected a prepayment/refinancing privilege that 
includes a 5-year No-Call Period, may not be a date 
that will occur before the applicable First Call Date; 

(2) the amount of the outstanding principal of the 
respective Advance that the Borrower elects to refinance 
(subject to the clause (1) of subparagraph (e) of this 
paragraph 18) ; and 

( 3 )  the Maturity Date that the Borrower selects to be 
in effect for such principal amount after such refinancing, 
which date may be: 

(A) the Maturity Date that is in effect for such 
Advance immediately before such refinancing; or 

(B) a new Maturity Date that the Borrower selects 
.in connection with such Refinancing Election, provided 
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that such new Maturity Date meets the criteria for 
Maturity Dates prescribed in paragraph 5 of this Note 
(provided, however, that for purposes of selecting a 
new Maturity Date in connection with a Refinancing 
Election, the reference to Itthe Requested Advance Date 
for the respective Advance" in subparagraph (c) of 
paragraph 5 of this Note shall be deemed to be a 
reference to "the respective Refinancing Effective 
Date"). 

(c) To be effective, a Refinancing Election Notice must be 
received by FFB on or before the fifth Business Day before the 
date specified therein as the Intended Refinancing Date. 

(d) In the event that either of the circumstances described 
in clause (1) or ( 2 )  of the next sentence shall have occurred, 
then a Refinancing Election Notice (in the form of notice 
attached to this Note as Annex D-21, to be effective, must first 
be delivered to RUS for approval and be approved by RUS in 
writing, and such Refinancing Election Notice, together with 
written notification of RUS's approval thereof, must be received 
by FFB on or before the fifth Business Day before the date 
specified therein to be the Intended Refinancing Date. RUS 
approval of a Refinancing Election Notice will be required under 
either of the following circumstances: 

(1) (A) payment of any amount owing under this Note is 
not made by the Borrower when and as due, (B) payment is 
made by RUS in accordance with the guarantee set forth at 
the end of this Note, and (C) RUS delivers notice to both 
the Borrower and FFB advising each of them that each 
Refinancing Election Notice delivered by the Borrower after 
the date of such notice shall require the approval of RUS; 
or 

(2) FFB at any time delivers notice to both the 
Borrower and RUS advising each of them that each Refinancing 
Election Notice delivered by the Borrower after the date of 
such notice shall require the approval of RUS. 

(e) The Borrower shall pay to FFB a price for the 
refinancing of any Advance (such price being the "Refinancinq 
Price" for such Advance) equal to the sum of: 

(1) the principal installment (if any) that is due on 
the particular Payment Date that the Borrower specified to 
be the Intended Refinancing Date, in accordance with the 
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principal repayment schedule that applied to such Advance 
immediately before such refinancing; 

(2 )  all unpaid interest (and Late Charges, if any) 
accrued on such Advance through the Intended Refinancing 
Date; and 

(3) the amount of the premium (if any) 
under the particular prepayment/refinancing 
applies to such Advance. 

that is required 
privilege that 

In the event that (A) the prepayment/refinancing privilege that 
applies to the particular Advance being refinanced is the 
privilege described in subparagraph (b) of paragraph 16 of this 
Note, and (B) the Market Value Premium (or Discount) that is to 
be included in the Refinancing Price for such Advance is a 
discount on such Advance, then such discount shall be applied by 
FFB in the manner requested by the Borrower in a written notice 
delivered by the Borrower to FFB and approved by RUS in writing. 

(f) Payment of the Refinancing Price for any Advance shall 
be due to FFB before 3:OO p.m. (Washington, D.C., time) on the 
Intended Refinancing Date for such Advance. 

(9) In the event that a Refinancing Election Notice (and, if 
required under subparagraph (d) of this paragraph 18, written 
notification of RUS's approval thereof) is received by FFB on or 
before the fifth Business Day before the Intended Refinancing 
Date specified therein, then the refinancing of the respective 
Advance shall become effective on such Intended Refinancing Date 
(in such event, the Intended Refinancing Date being the 
I'Refinancins Effective Date1'). In the event that a Refinancing 
Election Notice (and, if required under subparagraph (d) of this 
paragraph 18, written notification of RUSIs approval thereof) is 
received by FFB after the fifth Business Day before the Intended 
Refinancing Date specified therein, then the refinancing of the 
respective Advance shall become effective on the fifth Business 
Day to occur after the day on which such Refinancing Election 
Notice (and, if required under subparagraph (d) of this 
paragraph 18, written notification of RUS's approval thereof) is 
received by FFB (in such event, the fifth Business Day to occur 
after the day on which such Refinancing Election Approval Notice 
(and, if required under subparagraph (d) of this paragraph 18, 
written notification of RUSIs approval thereof) is received by 
FFB being the I'Refinancins Effective Datef1), provided that the 
Borrower shall have paid to FFB, in addition to the Refinancing 
Price required under subparagraph (e) of this paragraph 18, the 
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interest accrued from the Intended Refinancing Date through such 
Refinancing Effective Date. 

(h) In the event that the Borrower makes a Refinancing 
Election with respect to any Advance, the basic interest rate for 
such Advance, from and after the respective Refinancing Effective 
Date, shall be the particular rate that is established by FFB, as 
of such Refinancing Effective Date, in accordance with the 
principles of subparagraph (c) of paragraph 6 of this Note. 

(i) In the event that (1) the Borrower makes a Refinancing 
Election with respect to any Advance, and ( 2 )  the Borrower 
selects as the Maturity Date for such refinanced Advance either 
(A) the Maturity Date that is in effect for such Advance 
immediately before such refinancing, and such Maturity Date will 
occur before the fifth anniversary of the respective Refinancing 
Effective Date, or (B) a new Maturity Date that will occur before 
the fifth anniversary of the respective Refinancing Effective 
Date, then the prepayment/refinancing privilege described in 
subparagraph (b) of paragraph 16 of this Note shall apply 
automatically to such Advance. 

(j) In the event that (1) the Borrower makes a Refinancing 
Election with respect to any Advance, and ( 2 )  the Borrower 
selects as the Maturity Date for such refinanced Advance either 
(A) the Maturity Date that is in effect for such Advance 
immediately before such refinancing, and such Maturity Date will 
occur on or after the fifth anniversary of the respective 
Refinancing Effective Date, or (B) a new Maturity Date that will 
occur on or after the fifth anniversary of the respective 
Refinancing Effective Date, then the Borrower must elect a 
prepayment/refinancing privilege for such refinanced Advance from 
between the options described in subparagraphs (b) and (c) of 
paragraph 16 of this Note (provided, however, that each of the 
references to "the Requested Advance Date for such Advance" in 
subparagraph (c) of paragraph 16 of this Note shall be deemed to 
be a reference to !@the respective Refinancing Effective Date"). 
The Refinancing Election Notice delivered by the Borrower in 
connection with each such Refinancing Election must also specify 
the particular prepayment/refinancing privilege that the Borrower 
elects for the respective refinanced Advance. In the event that 
the Borrower elects for any such refinanced Advance a prepayment/ 
refinancing privilege described in subparagraph (c) of 
paragraph 16 of this Note, then the interest rate for such 
refinanced Advance, from and after the respective Refinancing 
Effective Date, shall include a price (expressed in terms of a 
basis point increment to the applicable basic interest rate) for 
the particular prepayment/refinancing privilege that the Borrower 
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elects, which increment shall be established by FFB, as of such 
Refinancing Effective Date, in accordance with the principles of 
subparagraph (d) of paragraph 6 of this Note. 

(k) In the event that the Borrower makes a Refinancing 
Election with respect to any Amortizing Advance, then the 
outstanding principal amount of such Amortizing Advance, after 
the respective Refinancing Effective Date, shall be due and 
payable in accordance with this subparagraph (k). 

(1) With respect to each Amortizing Advance to which 
either the @lequal principal installmentst1 method or the 
"graduated principal installmentsn1 method for the repayment 
of principal applies, the amount of the quarterly principal 
installments that will be due after the respective 
Refinancing Effective Date shall be equal to the amount of 
the quarterly installments of equal principal or graduated 
principal, as the case may be, that were due in accordance 
with the principal repayment schedule that applied to such 
Amortizing Advance immediately before the respective 
Refinancing Effective Date. 

(2) With respect to each Amortizing Advance to which 
the ltlevel debt service1' method for the repayment of 
principal applies, the amount of the level quarterly 
payments consisting of a principal installment and accrued 
interest that will be due after the respective Refinancing 
Effective Date shall be newly computed so that the amount of 
each such quarterly payment consisting of a principal 
installment and accrued interest (taking into account the 
new interest rate that applies to such Amortizing Advance 
from and after such Refinancing Effective Date) shall be 
substantially equal to the amount of every other quarterly 
payment consisting of a principal installment and accrued 
interest, and shall be sufficient, when added to all other 
such newly-computed level quarterly payments consisting of a 
principal installment and accrued interest, to repay the 
outstanding principal amount of such refinanced Amortizing 
Advance in full on the Final Maturity Date (notwithstanding 
the fact that the Borrower may have selected a Maturity Date 
for such refinanced Amortizing Advance that will occur 
before the Final Maturity Date). 

( 3 )  The quarterly installments of equal principal or 
graduated principal, or the newly-computed level quarterly 
payments consisting of a principal installment and accrued 
interest, as the case may be, shall be due beginning on the 
first Payment Date to occur after the respective Refinancing 
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Effective Date, and shall be due on each Payment Date to 
occur thereafter up through and including the earlier to 
occur of (A) the new Maturity Date that the Borrower 
selected for such refinanced Amortizing Advance, on which 
date the entire unpaid principal amount of such refinanced 
Amortizing Advance shall also be payable, subject to 
Maturity Extensions (as provided in paragraph 15 of this 
Note) if the new Maturity Date is an Interim Maturity Date, 
or (B) the date on which the entire principal amount of such 
refinanced Amortizing Advance, and all unpaid interest (and 
Late Charges, if any) accrued thereon, are paid. 

( I )  The Borrower may make more than one Refinancing Election 
with respect to any Advance. 

19. Rescission of Prepayment Elections and Refinancing 
Elections; Late Charges for Late Payments. 

(a) The Borrower may rescind any Prepayment Election made in 
accordance with paragraph 17 of this Note or any Refinancing 
Election made in accordance with paragraph 18 of this Note, but 
only in accordance with this paragraph 19. 

(b) The Borrower shall deliver to both FFB and RUS written 
notification of each rescission of a Prepayment Election or a 
Refinancing Election (each such notification being an "Elec tion 
Rescission Notice") specifying the particular Advance for which 
the Borrower wishes to rescind such Prepayment Election or 
Refinancing Election, as the case may be, which specification 
must make reference to both: 

(1) the particular Advance Identifier that FFB assigned 
to such Advance (as provided in the Agreement); and 

- (2) the RUS account number for such Advance. 

The Election Rescission Notice may be delivered by facsimile 
transmission to FFB at (202) 622-0707 and to RUS at 
(202) 720-1401, or at such other facsimile number or numbers as 
either FFB'or RUS may from time to time communicate to the 
Borrower. 

(c) To be effective, an Election Rescission Notice must be 
received by both FFB and RUS not later than 3:30 p.m. 
(Washington, D.C., time) on the second Business Day before the 
Intended Prepayment Date or the Intended Refinancing Date, as the 
case may be. 
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(d) In the event that the Borrower (1) makes a Prepayment 
Election in accordance with paragraph 17 of this Note or a 
Refinancing Election in accordance with paragraph 18 of this 
Note, (2 )  does not rescind such Prepayment Election or 
Refinancing Election, as the case may be, in accordance with this 
paragraph 19, and ( 3 )  does not, before 3:OO p.m. (Washington, 
D.C., time) on the Intended Prepayment Date or Intended 
Refinancing Date, as the case may be, pay to FFB the Prepayment 
Price described in subparagraph (e) of paragraph 17 of this Note 
or Refinancing Price described in subparagraph (e) of 
paragraph 18 of this Note, as the case may be, then a Late Charge 
shall accrue on any such unpaid amount from the Intended 
Prepayment Date or Intended Refinancing Date, as the case may be, 
to the date on which payment is made, computed in accordance with 
the principles of paragraph 11 of this Note. 

20. Amendments to Note. 

To the extent not inconsistent with applicable law, this ' 

Note, for so long as FFB or its agent is the holder thereof, 
shall be subject to modification by such amendments, extensions, 
and renewals as may be agreed upon from time to time by FFB and 
the Borrower, with the approval of RUS. 

2 1. Certain Waivers. 

The Borrower hereby waives any requirement for presentment, 
protest, or other demand or notice with respect to this Note. 

22. Note Effective Until Paid. 

This Note shall continue in full force and effect until all 
principal outstanding hereunder, all interest accrued hereunder, 
all premiums (if any) payable under paragraphs 17 and 18 of this 
Note, all Late Charges (if any) payable under paragraphs 11 and 
19 of this Note, and all fees (if any) payable under paragraph 9 
of this Note have been paid in full. 

23. RUS Guarantee of Note. 

Upon execution of the guarantee set forth at the end of this 
Note (the llGuaranteell), the payment by the Borrower of all 
amounts due and payable under this Note, when and as due, shall 
be guaranteed by the United States of America, acting through 
RUS, pursuant to the Rural Electrification Act of 1936, as 
amended (codified at 7 U.S.C. § 901 & sea . ) .  In consideration 
of the Guarantee, the Borrower promises to RUS to make all 
payments due under this Note when and as due. 
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24. Securitv Instrument: RUS as nHoldern of Note for Purposes of 
the Securitv Instrument. 

This Note is one of several notes permitted to be executed 
and delivered by, and is entitled to the benefits and security 
of, the particular security instrument or instruments specified 
on page 1 of this Note (such security instrument or instruments, 
as it or they may have heretofore been, and as it or they may 
hereafter be, amended, supplemented, restated, or consolidated 
from time to time in accordance with its or their terms, being, 
collectively, the ItSecuritv Instrumenttt) , whereby the Borrower 
pledged and granted a security interest in certain property of 
the Borrower, described therein, to secure the payment of and 
performance of certain obligations owed to REA, predecessor to 
RUS, or to RUS, as the case may be, as set forth in the Security 
Instrument. For purposes of the Security Instrument, RUS shall 
be considered to be, and shall have the rights, powers, 
privileges, and remedies of, the holder of this Note. 

25. Guarantee Payments: Reimbursement. 

If RUS makes any payment, pursuant to the Guarantee, of any 
amount due and payable under this Note, when and as due, each and 
every such payment so made shall be deemed to be a payment 
hereunder; provided, however, that no payment by RUS pursuant to 
the Guarantee shall be considered a payment for purposes of 
determining the existence of a failure by the Borrower to perform 
its obligation to RUS to make all payments under this Note when 
and as due. RUS shall have any rights by way of subrogation, 
agreement or otherwise which arise as a result of such payment 
pursuant to the Guarantee and as provided in the reimbursement 
note executed and delivered by the Borrower to the United States 
of America, acting through RUS, to evidence the Borrower's 
obligation to reimburse RUS for payment made by RUS pursuant to 
the Guarantee. 

26. Default and Enforcement. 

In case of a default by the Borrower under this Note or a 
the occurrence of an event of default under the Security 
Instrument, then, in consideration of the obligation of RUS under 
the Guarantee, in that event, to make payments to FFB as provided 
in this Note, RUS, in its own name, shall have all rights, 
powers, privileges, and remedies of the holder of this Note, in 
accordance with the te- of this Note and the Security 
Instrument, including, without limitation, the right to enforce 
or col.lect all or any part of the obligation of the Borrower 
under this Note or arising as a result of the Guarantee, to file 
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proofs of claim or any other document in any bankruptcy, 
insolvency, or other judicial proceeding, and to vote such proofs 
of claim. 

2 7 .  Acceleration. 

The entire unpaid principal amount of this Note, and all 
interest thereon, may.be declared, and upon such declaration 
shall become, due and payable to RUS, under the circumstances 
described, and in the manner and with the effect provided, in the 
Security Instrument. 
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IN WITNESS WHEREOF, the Borrower has caused this Note to be 
signed in its corporate name and its corporate seal to be 
hereunder affixed and attested by its officers thereunto duly 
authorized, all as of the day and year first above written. 

ARIZONA ELECTRIC POWER COOPERATIVE, INC. 
(name of Borrower) 

BY : 

Signature: 

Title: President 

(SEAL) 

I ATTEST : 

Signature: -- 
Print Name: CyhI 19. @nfttt 
Title: 

(NOTE TYPE 7 )  

Secretary 

NEW LOAN NOTE - page 34 



(FFB-REIM.NTE) 
5/97 

ARIZONA 28-L8 APACHE 

FFB Note Identifier: RUS Note Identifier: 

Benson, Arizona 
March 1,2002 

REIMBURSEMENT NOTE 

ARIZONA ELECTRIC POWER COOPERATIVE, INC. (the “Borrower”), 
which term includes any successors or assigns), a corporation organized and existing under 
the laws of the State of Arizona, for value received, promises to pay on demand to the order 
of the UNITED STATES OF AMERICA (the “Government”), acting through the 
Administrator of the Rural Utilities Service (“RUS”), at  the United States Treasury, 
Washington, D.C., a sum equal to: 

(1) all amounts, including, without limitation, principal and interest (the “Reimbursed 
Amount”), paid by the Government from time to time pursuant to that certain guarantee by 
RUS (the “RUS Guarantee”), made by RUS to the Federal Financing Bank (“FFB”) of 
amounts payable to FFB under a note dated March 1,2002, made by the Borrower payable 
to FFB and guaranteed by RUS (the “FFB Note”) pursuant to the Rural Electrification Act of 
1936, as amended (7 U.S.C. 901 et seq.), Section 6 of the Federal Financing Bank Act of 1973 
(12 U.S.C. §2285), and the Note Purchase Commitment and Servicing Agreement, as amended 
and as it may be amended, supplemented, or restated from time to time, dated as of January 
1,1992, between FFB and RUS (all such amounts hereinafter collectively called the “Principal 
Amount”), and 

(2) with interest on the Principal Amount from the respective date of such payment by 
RUS to FFB, at the Late Charge Rate as that term is defined in the FFB Note, and 

(3) administrative costs and penalty charges assessed in accordance with applicable 
regulations, and 

(4) any and all costs acd expenses incurred in connection with the exercise of rights or 
the enforcement of remedies, as set forth in the Security Instrument, as hereinafter defined. 

The obligations of the Borrower hereunder are absolute and unconditional, 
irrespective of any defense or  any right to set off, recoupment or counterclaim it might 
otherwise have against the Government. 

So long as FFB has received all amounts then due to it under the RUS 
Guarantee, the Borrower agrees to pay all amounts due on this Note directly to RUS. Nothing 
herein shall limit the Government’s rights of subrogation which may arise as a result of 
payments made by RUS pursuant to the RUS Guarantee. 
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This Note is one of several notes permitted to be executed and delivered by, and 
is entitled to the benefits and security of, the Consolidated Mortgage and Security Agreement, 
dated as of June 14,1989, made by and among the Borrower, the Government and National 
Rural Utilities Cooperative Finance Corporation, as it may have heretofore been, or as it may 
hereinafter be, amended, supplemented, restated, or consolidated from time to time in 
accordance with its terms, being, collectively, the Security Instrument (the “Security 
Instrument”). The Security Instrument provides that all notes shall be equally and ratably 
secured thereby and reference is hereby made to the Security Instrument for a description of 
the property pledged, the nature and extent of the security and the rights, powers, privileges, 
and remedies of, the holders of notes with respect thereto. 

Neither the execution and delivery of this Note by the Borrower to the 
Government, nor the failure of the Government to exercise any of its rights, powers, privileges 
or remedies under the Security Instrument shall be deemed to be a waiver of any right, power, 
privilege or remedy of the Government, as a holder of this Note, under the Security 
Instrument. 

IN WITNESS WHEREOF, the Borrower has caused this Note to be signed in 
its corporate name and its corporate seal to be hereunto affixed and attested by its officers 
thereunto duly authorized, all as of the day and year first above written. 

ARIZONA ELECTRIC POWER 
COOPIJfUTIVE, INC. 

(Seal) 

Attest: 

- 2 -  



RUS PROJECT DESIGNATION 

ARIZONA 28-L8 APACHE 

SUPPLEMENT TO CONSOLIDATED MORTGAGE AND SECUIUTY AGREEMENT 

made by and among 

ARIZONA ELECTRIC POWER COOPERATIVE, INC. 
P. 0. Box 670 

Benson, Arizona 85602, 
Mortgagor, and 

UNITED STATES OF AMERICA 
Rural Utilities Service 

Washington, D.C. 20250-1500, 
Mortgagee, and 

NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION 
2201 Cooperative Way 

Herndon, Virginia 20171-3025, 
Mortgagee 

Dated as of March 1,2002 

This instrument supplements the Consolidated Mortgage and Security Agreement whch was 
recorded as follows: 
COUNTY DATE RECORDED INSTRUMENT NO. 
Cochse June 22, 1989 89061248 1 
Gila June 22,1989 Docket 771, pgs. 261-317 
Graham June22, 1989 4 171377-433 
Greenlee June 23,1989 564 DKT.167, pgs. 502-558 
Maricopa June 22, 1989 89-286026 
Mohave June 23, 1989 89-30975 
Pima June 22,1989 Docket 08564, page 0913 

Santa Cruz June 22, 1989 894520 
Pinal June 23, 1989 949007-1614-144 

**  
THIS INSTRUMENT GRANTS A SECURITY INTEREST IN A TRANSMITTING UTILITY. 
THE DEBTOR AS MORTGAGOR IS A TRANSMITTING UTILITY. 
THIS INSTRUMENT CONTAINS PROVISIONS THAT COVER REAL AND PERSONAL PROPERTY, 
AFTER-ACQUIRED PROPERTY, PROCEEDS, FUTURE ADVANCES AND FUTURE OBLIGATIONS. 
ORGANIZATIONAL NUMBER. AZO05741 8-9 

**La Paz June 26, 1996 96-3918 
Yavapai July 9, 1996 BK 3239, Page 536-632 

No. /,? McKinley July 13, 1989 DKT 118, Pages 934-990 
NM 
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SUPPLEMENT, dated as of March 1,2002, to CONSOLIDATED MORTGAGE 
AND SECURITY AGREEMENT, made by and among ARIZONA ELECTRIC POWER 
COOPERATIVE, INC. (hereinafter called the "Mortgagor"), a corporation existing under 
the laws of the State of Arizona, UNITED STATES OF AMERICA (hereinafter called the 
"Government"), acting through the Adrmnistrator of the Rural Utilities Service (hereinafter 
called the "Administrator"), successor to the Rural Electrification Adrmnistration, and 
NATIONAL RURAL UTILITIES COOPERATIVE FINANCE CORPORATION 
(hereinafter called "CFC"), a corporation existing under the laws of the District of Columbia 
(the * Government and CFC being hereinafter sometimes collectively called the 
"Mortgagees"). 

WHEREAS, pursuant to Public Law No. 103-354, the Rural Utilities Service (hereinafter sometimes 
called "RUS") is the successor to the Rural Electrification Administration (hereinafter sometimes called TEA") and the 
Administrator of the Rural Utilities Service is the successor to the Administrator of the Rural Electrification 
Administration and, for the purposes of the mortgage, identified in the eighth recital hereof (hereinafter called the 
"Instruments Recital"), as amended, the terms "REA" and "Adrmnistrator" shall be deemed to mean respectively "RUS" 
and "Adrrrrmstrator of the RUS"; and 

WHEREAS, the Mortgagor, for value received, has heretofore duly authorized and executed, and has 
delivered to the Government, or has assumed the payment of, certain mortgage notes all payable to the order of the 
Government, in installments, of which certain mortgage notes (hereinafter collectively called the "Outstanding RUS 
Notes"), identified in the Instruments Recital, are now outstanding and held by the Government; and 

WHEREAS, the Mortgagor, for value received has heretofore duly authorized and executed, and has 
delivered to CFC, or has assumed the payment of, a certain mortgage note, or certain mortgage notes, all payable to the 
order of CFC, in installments, of which the certain mortgage note or notes (hereinafter collectively called the 
"Outstanding CFC Note(s)") identified in the Instruments Recital are now outstanding (the Outstanding RUS Notes and 
the Outstanding CFC Note(s) being hereinafter collectively called the "Outstanding Notes"); and 

WHEREAS, the Outstanding Notes are secured by the security instrument(s) (hereinafter collectively 
called the "Mortgage") made by the Mortgagor to the Mortgagees and identified in the Instruments Recital: and 

WHEREAS, the Mortgagor has determined to borrow funds from the Federal Financing Bank 
(hereinafter called the "Guaranteed Lender") and has accordingly duly authorized, executed and delivered its mortgage 
note or notes (identified in the Instruments Recital and hereinafter collectively called the "Current Guaranteed Note") 
to be secured by the Mortgage, as amended and supplemented hereby, of the property hereinafter described; and 

WHEREAS, the repayment of the Current Guaranteed Note by the Mortgagor is guaranteed by the 
Government, pursuant to the Rural Electrification Act of 1936, as amended (7 U.S.C. 901 et=.), in accordance with 
that certain agreement identified in the Instruments Recital as, and hereinafter called, the Tontract of Guarantee", among 
the Mortgagor, the Government, acting through the Adrrrrmstrator of RUS and the Guaranteed Lender; and 

WHEREAS, the Mortgagor has determined to reimburse the Government, acting through the 
Administrator of RUS for certain amounts paid by the Government, acting through the Admmstrator of RUS from time 
to time pursuant to the Contract of Guarantee and has accordingly duly authorized, executed and delivered its mortgage 
note or notes (identified in the Instruments Recital and hereinafter collectively called the "Current Reimbursement Note") 
to be secured by the Mortgage, as amended and supplemented hereby, of the property hereinafter described; and 

WHEREAS, the instruments referred to in the preceding recitals are hereby identified as follows: 
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INSTRUMENTS RECITAL 

"Current Guaranteed Note": (Of even date herewith): 

Principal 
Amount 
$6,3 15,000 

Interest Rate 
(Der annum) 

Determined when 
Advanced 

Final Payment 

December 3 1,2020 
- Date 

Turrent Reimbursement Note": (Of even date herewith): 

PrinciDal Amount Final Payment Date 
Determined when advance made Ondemand 

"Contract of Guarantee", Note Purchase Commitment and Servicing Agreement, between the Federal Financing Bank 
and the Adrmnistrator of RUS dated as of January 1 , 1992, as amended. 

"Outstanding RUS Notes": 

Note 
Designation 

A#7 
A#9 
Bl#l 
B1#2 
c 4  
D4 

Note 
Date 
2 Jul2001 
2 Jul2001 
2 Jul2001 
2 Jul2001 
2 Jul2001 
2 Jul2001 

"Outstanding CFC Note(s)": 

Note Note 
Desknation - Date 

A-90 19 12 May 1993 

Original 
PrinciDal Amount Maturitv Date YO Rate 
$ 104,631.05 26 Sep 2004 2.00 

377,566.74 20 Jun 2008 2.00 
425,110.88 15 Dec 2006 2.00 
584,579.93 20 Jun 2008 2.00 

2,167,830.02 26 Jun 2009 5 .OO 
3,159,245.75 1 Apr 2010 5.00 

Original 
PrinciDal Amount Maturitv Date 
!$4,8 17,347.00 12 May 2013 

Pollution Control Notes: 

Original 
Note Date Princbal Amount Maturitv Date 
1 Sep 1994 $3 1,200,000.00 1 Sep2024 
1 Mar 1997 25,525,000.00 1 Dec 2007 

"Mortgage " : 

Instrument 
Consolidated Mortgage and Security Agreement 
Supplement to Consolidated Mortgage and Security Agreement 
Supplement to Consolidated Mortgage and Security Agreement 

- Date 
June 14,1989 
August, 1994 
February 13, 1996 
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WHEREAS, to the extent that any of the property described or referred to herein or in the Mortgage 
is governed by the provisions of the Uniform Commercial Code of any state (hereinafter calledthe "Uniform Commercial 
Code"), the parties hereto desire that this Supplemental Mortgage and the Mortgage collectively be regarded as a 
"security agreement" under the Uniform Commercial Code and that this Supplemental Mortgage be regarded as a 
"financing statement" for said security agreement under the Uniform Commercial Code. 

WHEREAS, the Government and CFC are authorized to enter into h s  Supplement to Consolidated 
Mortgage and Security Agreement. 

WHEREAS, it was the intention of the Mortgagor at the time of the execution of the Mortgage (or, 
if the mortgage consists of more than one instrument, at the time of the earliest instrument thereof) that the property of 
the Mortgagor ofthe classes described therein, as being mortgaged or pledged thereby, or intended so to be, whether then 
owned or thereafter acquired, would secure certain notes of the Mortgagor executed and delivered prior to the execution 
and delivery of the Mortgage, and certain notes of the Mortgagor when and as executed and delivered under and pursuant 
to the Mortgage, as from time to time amended and supplemented, and it is intended by the Mortgagor to confirm hereby 
the Mortgage and the property therein described as being mortgaged or pledged, or intended so to be, as security for the 
Outstanding Notes, and other notes of the Mortgagor when and as executed and delivered under and pursuant to the 
Mortgage, as amended and supplemented hereby; and 

WHEREAS, the Mortgage provides that the Mortgagor shall, upon the written demand of the 
Government or CFC duly authorize, execute, and deliver and record and file all such supplemental mortgages and 
conveyances as may reasonably be requested by the Government or CFC to effectuate the intention of the Mortgage and 
to provide for the conveying, mortgaging and pledging of the property of the Mortgagor intended to be conveyed, 
mortgaged or pledged by the Mortgage to secure the payment of the principal of and interest on notes executed and 
delivered thereunder and pursuant thereto, or otherwise secured thereby, and the Government and CFC have in writing 
requested the execution and delivery of this Supplement (hereinafter called "this Supplemental Mortgage") to the 
Mortgage pursuant to such provision; and 

WHEREAS, it is further intended by the Mortgagor, at the request and with the consent of the 
Mortgagees, to amend and supplement the Mortgage in the respects hereinafter set forth, and 

WHEREAS, all acts, things, and conditions prescribed by law and by the articles of incorporation and 
bylaws of the Mortgagor have been duly performed and complied with to authorize the execution and delivery hereof 
and to make the Mortgage, as amended and supplemented hereby, a valid and binding mortgage to secure the Outstanding 
Notes and other notes of the Mortgagor when and as executed and delivered under and pursuant to the Mortgage, as 
amended and supplemented hereby; 

NOW, THEREFORE, in consideration of the premises and the sum of $5 in hand paid by the 
Mortgagees to the Mortgagor, the receipt whereof by the Mortgagor prior to the execution and delivery of this 
Supplemental Mortgage is hereby acknowledged, this Supplemental Mortgage witnesseth as follows: 

1. The Mortgagor has executed and delivered this Supplemental Mortgage and has granted, bargained, 
sold, conveyed, warranted, assigned, transferred, mortgaged, pledged and set over, and by these presents does hereby 
grant, bargain, sell, convey, warrant, assign, transfer, mortgage, pledge and set over, unto the Mortgagees and their 
respective assigns, all and singular the real and personal property described in the Mortgage as being mortgaged thereby 
and all and singular the real and personal property of the Mortgagor falling w i b  the classes of property embraced in 
the description of the "Mortgaged Property" set forth in the Mortgage, including, without limitation, all and singular the 
real and personal property of said description heretofore or hereafter acquired by or constructed by or on behalf of the 
Mortgagor, and wheresoever situate, including, without limitation, the "Existing Electric Facilities" identified and the 
real estate specifically described (by reference to deeds or otherwise) in the Mortgage and mortgaged thereby (except 
such portions, if any, thereof as have been released prior to the execution and delivery of this Supplemental Mortgage). 

AND ALSO including, without limitation: 
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I 

All right, title and interest of the Mortgagor in and to all extensions and lmprovements of the "Existing 
Electric Facilities", as provided above, and additions thereto, including all substations, service and connecting lines (both 
overhead and underground), poles, towers, posts, crossarms, wires, cables, conduits, mains, pipes, tubes, transformers, 
insulators, meters, electrical connections, lamps, b e s ,  junction boxes, furtures, appliances, generators, dynamos, water 
turbines, water wheels, boilers, steamturbines, motors, switchboards, switch racks, pipe lines, machinery, tools, supplies, 
switching and other equipment, and any and all other property of every nature and description, used or acquired for use 
by the Mortgagor in connection therewith, 

I1 

All right, title and interest of the Mortgagor in, to and under any and all grants, privileges, rights of 
way and easements now owned, held, leased, enjoyed or exercised or which may hereafter be owned, held, leased, 
acquired, enjoyed or exercised, by the Mortgagor for the purposes of, or in connection with, the construction or operation 
by or on behalf of the Mortgagor of electric transmission or distribution lines, or systems, whether underground or 
overhead or otherwise, or of any electric generating plant, wherever located; 

I11 

All right, title and interest of the Mortgagor in, to and under any and all licenses, franchises, 
ordinances, privileges and permits heretofore granted, issued or executed, or which may hereafter be granted, issued or 
executed, to it or to its assignors by the United States of America, or by any state, or by any county, township, 
municipality, village or other political subdivision thereof, or by any agency, board, commission or department of any 
of the foregoing, authorizing the construction, acquisition, or operation of electric transmission or distribution lines, or 
systems, or any electric generating plant or plants, insofar as the same may by law be assigned, granted, bargained, sold, 
conveyed, transferred, mortgaged or pledged; 

All right, title and interest of the Mortgagor in, to and under any and all contracts heretofore or 
hereafter executed by and between the Mortgagor and any person, firm, or corporation providing for the purchase, sale 
or exchange of electric power or energy by the Mortgagor together with any and all other accounts, contract rights and 
general intangibles (as such terms are defined in the applicable Uniform Commercial Code) heretofore or hereafter 
acquired by the Mortgagor; 

V 

Also all right, title and interest of the Mortgagor in and to all other property, real or personal, tangible 
or intangible, of every lund, nature and description, and wheresoever situated, now owned or hereafter acquired by the 
Mortgagor, it being the intention hereof that all suchproperty now owned by not specifically described herein or acquired 
or held by the Mortgagor after the date hereof shall be as fully embraced within and subjected to the lien hereof as if the 
same were now owned by the Mortgagor and were specifically described herein to the extent only, however, that the 
subjection of such property to the lien hereof shall not be contrary to law; 

Together with all rents, income, proceeds, products, revenues, profits and benefits at any time derived, 
received or had from any and all of the above-described properly of the Mortgagor. 

Page 4 

Provided, however, that except as provided in section 4.13(b) of article I1 of the Mortgage, no 
automobiles, trucks, trailers, tractors or other vehicles (including without limitation aircraft or ships, if any) owned or 
used by the Mortgagor shall be included in the property mortgaged by the Mortgage and hs Supplemental Mortgage. 
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TO HAVE AND TO HOLD the same forever, for the uses and purposes and upon the terms, 
conditions, provisos and agreements expressed and declared in the Mortgage, as amended and supplemented hereby. 

2. The Outstanding Notes are hereby confirmed as notes of the Mortgagor entitled to the security of 
the Mortgage, as amended and supplemented by this Supplemental Mortgage, and of the property by the Mortgage and 
this Supplemental Mortgage mortgaged ahd pledged, or intended so to be, equally and ratably with one another and with 
other notes of the Mortgagor when and as executed and delivered under and pursuant to the Mortgage, as amended and 
supplemented hereby, without preference priority or hstinction as to interest or principal (except, as otherwise 
specifically provided in the Mortgage, as amended and supplemented hereby) or as to lien or otherwise, of any one of 
the Outstandmg Notes or such other notes over any other thereof and irrespective of the date of the execution, delivery 
or maturity thereof, or of the assignment or negotiation thereof or otherwise. 

3. The term "Additional RUS Notes", as defined in the Mortgage, shall be amended to include 
additional notes guaranteed by the Government and additional notes executed and delivered to the Government in 
connection with the guarantee by the Government. The term "RUS Notes", as defined in the Mortgage, shall be amended 
to include the Current Guaranteed Note and the Current Reimbursement Note. The term "RUS Loan Agreement", as 
defined in the Mortgage, shall be amended to include the Contract of Guarantee and all other contracts between the 
Mortgagor and the Government whereby the Government guarantees the repayment by the Mortgagor of a loan or loans 
made by a third party or parties to the Mortgagor. 

4. Any reference herein to the Administrator shall be deemed to mean the A h s t r a t o r  of the Rural 
Utilities Service or his duly authorized representative or any other person or authority in whommay be vested the duties 
and functions which the Administrator is now or may hereafter be authorized by law to perform. 

5 .  All demands, notices, reports, approvals, designations, or directions required or permitted to be 
given under the Mortgage, as amended hereby, shall be in writing and shall be deemed to be properly given if mailed 
by registered mail addressed to the proper party or parties at the following addresses: 

As to the Mortgagor: as stated in the testimonium clause hereof. 

As to the Mortgagees: CFC: National Rural Utilities Cooperative 
Finance Corporation 

2201 Cooperative Way 
Herndon, Virginia 2207 1-3025 

The Government: 
Rural Utilities Service 
United States Department of Agriculture 
Room No. 405 1 
1 400 Independence Avenue, S . W. 
Washmgton, D.C. 20250-1500 
Fax: (202) 720-1725 
Attention: A h s t r a t o r  
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With a copy to: 

Rural Utilities Service 
United States Department of Agriculture 
Room No. 0270 
1400 Independence Avenue, S . W. 
Stop 1568 
Washington, D.C. 20250-1500 
Fax: (202) 720-1401 
Attention: Power Supply Division 
Rural Utilities Service 
Washington, D.C. 20250-1500 

and as to any other person, fmn, corporation or governmental body or agency having an interest herein by reason of being 
the holder of any note or otherwise, at the last address designated by such person, fmn, corporation, governmental body 
or agency to the Mortgagor and the Mortgagees. The Mortgagor or the Mortgagees may from time to time designate to 
each other a new address to which demands, notices, reports, approvals, designations or directions may be addressed and 
from and after any such designation the address designated shall be deemed to be the address of such party in lieu of the 
address hereinabove given. 

6. To the extent that any of the property described or referred to herein and in the Mortgage is 
governed by the provisions of the Uniform Commercial Code, the Mortgage and this Supplemental Mortgage, 
collectively, are hereby deemed a "security agreement" under the Uniform Commercial Code, and this Supplemental 
Mortgage is also hereby declared to be a "financing statement", for said security agreement under the Uniform 
Commercial Code. The mailing address of the Mortgagor as debtor, and of the Mortgagees as secured parties, are as 
set forth in the Mortgage and in section 5 of this Supplemental Mortgage. 

7. All of the terms, provisions and covenants of the Mortgage, except as expressly modified hereby, 
shall be and remain in full force and effect. 

8. The invalidity of any one or more phrases, clauses, sentences, paragraphs or provisions of this 
Supplemental Mortgage shall not affect the validity of the remaining portions hereof. 

9. Th~s Supplemental Mortgage may be simultaneously executed in any number of counterparts, and 
all of said counterparts executed and delivered, each as an original, shall constitute but one and the same instrument. 
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I '  

I 

i IN WITNESS WHEREOF, ARIZONA ELECTRIC POWER COOPERATIVE, INC., P. 0. Box 670, 
Benson, Arizona 85602, as Mortgagor, has caused this Supplemental Mortgage to be signed in its name and its corporate 
seal to be hereunto affaed and attested by its officers thereunto duly authorized, NATIONAL RURAL UTILITIES 
COOPERATIVE FINANCE CORPORATION, as Mortgagee, has caused this Supplemental Mortgage to be signed in 
its name and its corporate seal to be hereunto affied and attested by its officers thereunto duly authorized, and UNITED 
STATES OF AMERICA, as Mortgagee, has caused this Supplemental Mortgage to be duly executed in its behalf, all 
as of the day and year first above written. 

ARIZONASLECTRIC POWER COOPERATIVE, INC. 

' President 

(Seal) 

Secretary 

Executed by the Mortgagor 

UNITED SPATES OF AMERICA 

v 
Director, Power Supply Division 
Rural Utilities Service 
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NATIONAL RURAL UTILITIES COOPERATIVE 
FINANCE CORPORATION 

Assi&t Secretary-Treasurer 
ELIZABETH S. AG,UlRRE 

Executed by National Rural Utilities 
Cooperative Finance Corporation, 
Mortgagee, in the presence of: 

Witnesses " 
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STATE OF ARIZONA ) 
j ss 

COUNTY OF 

of l%'f -/ ,20 d 2  ,before me, the undersigned officer, personally 
and , , who acknowledged 

themselves t6 be the President and Secretary, respectively, of ARIZONA ELECTNC POWER COOPERATIVE, INC., 
a corporation, and that they, as such President-, being authorized so to do, executed the foregoing 
instrument, for the purposes therein contained, by signing the name of the corporation by themselves as President and- 
-seerttarp: 

IN WITNESS WHEREOF, I have hereunto set my hand and official seal. 
-,- -. -p-*---- 

My commission expires: m- 
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DISTRICTOFCOLUMBIA ) SS 

I Onthis S* day of PI?&. , 2W&, personally appeared before me 
WcmpT, diu , who, being duly sworn, did say that he is the Director - Power 

Supply Division of the Rural Utilities Service, an agency of the United States of America, and acknowledged to me that, 
acting under a delegation of authority duly given and evidenced by law and presently in effect, he executed said 
instrument as the act and deed of the United States of America for the uses and purposes therein mentioned. 

IN TESTIMONY WHEREOF, I have heretofore set my hand and official seal the day and year last 
above written. 

(Notarial Seal) 

MY commission expires:/-. 
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COMMONWEALTH OF VIRGINIA 1 

COUNTY OF FAIRFAX 1 
1 ss 

on this tl+ dayof .&” 1 ‘ , 20  e 7, , before me appeared 
, to me personally known, who, being by me duly sworn, did say that he is the 

ASSISTANT SECRETARY-TREASURER of the National Rural Utilities Cooperative Finance Corporation, and that 
the seal affied to the foregoing instrument is the corporate seal of said corporation and that said instrument was signed 
and sealed in behalf of said corporation by authority of its board of directors and said ASSISTANT SECRETARY- 
TREASURER acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand a n P f f 9  seal. 

Notary Public 

(Notarial Seal) 

MY commission expires: 3 I - 3 
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